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INTERNATIONAL DEVELOPMENT POLICY 
PRIORITIES IN THE FY 2012 BUDGET 


WEDNESDAY, APRIL 13, 2011 

U.S. Senate, 

Committee on Foreign Relations, 

Washington, DC. 

The committee met, pursuant to notice, at 2:03 p.m., in room 
SD-419, Dirksen Senate Office Building, Hon. Benjamin L. Cardin, 
presiding. 

Present: Senators Cardin, Menendez, Lugar, Risch, and Lee. 

OPENING STATEMENT OF HON. BENJAMIN L. CARDIN, 

U.S. SENATOR FROM MARYLAND 

Senator Cardin. Well, let me welcome Administrator Shah and 
Mr. Yohannes to our committee. 

Today, we will be talking about the international development 
policy priorities in the FY 2012 budget. I can’t think of a more 
challenging time we’ve had for international development policies 
than we have now. There certainly are a significant number of hu- 
manitarian challenges around the globe. Poverty and the chal- 
lenges of dealing with poverty, the global food shortages, and the 
impact of climate change all have made it even more important for 
how we implement our international development policies. 

U.S. global development and U.S. foreign aid are critically impor- 
tant to our national security concerns, to promote economical and 
political stability throughout the world. They’re part of what we 
call our “three-D strategies” — the development assistance, defense, 
and diplomacy. 

What is, I think, surprising to most Americans is the amount of 
money America spends on its foreign assistance. There was, re- 
cently, a survey done by the Kaiser Foundation which asked Amer- 
icans how much of the national budget they thought went for for- 
eign assistance. And the numbers centered around 25 percent. As 
you all know, it’s less than 1 percent of the Federal budget. So, it’s 
a relatively small part of the Federal budget, but a very important 
part of the Federal budget, that is used for foreign assistance. It’s 
critically important that those funds be used in the most account- 
able way, and that is one of the issues that we will be talking 
about today, to make sure that all of our funds are used appro- 
priately to advance our foreign interests. 

But, let me start off by quoting from General Anthony Zinni who 
said, before this committee in the past, “From our time on the front 
lines of America’s presence in the world, we know that the United 
States cannot rely on military power alone to keep us safe from ter- 
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rorism, infectious diseases, or global threats that recognize no bor- 
ders.” 

And what concerns me, when you take a look at the proposed 
cuts, particularly in the budget that is currently being considered 
in the House of Representatives, which is authored by Congress- 
man Ryan, those cuts will have real concern. The FY12 budget is 
cut by 29 percent — 29 percent, if my numbers are correct. And by 
2016, the cuts become 44 percent. 

Well, those types of cuts are going to have real consequences. It 
would affect 5 million children, who could be denied treatment for 
malaria, 400,000 people will be turned away from life-saving treat- 
ment for HIV/AIDS, and farmers would lose access to seeds, soils, 
and technical assistance that make their farms viable in the econ- 
omy. 

These individual impacts, taken collectively, will affect global 
politics and economic stability and security. These cuts could have 
real, negative ramifications for U.S. interests abroad, and severely 
damage our efforts to promote human rights, democracy, and free 
markets, which, in turn, will lead to more instability and, iron- 
ically, cost the taxpayers of this country more money. So, I think 
it’s not only wrong from the point of view of what is the right policy 
for America, I think it also will jeopardize us from a financial point 
of view. 

But, as I said before, we need to have full accountability on the 
use of our development assistance. We need to have more efficient 
programs. And I want to applaud both of our witnesses today for 
the steps that you have taken. There have been many reviews that 
have been done and initiatives that have been taken. And I really 
do think that you’re moving in the right direction to make sure 
that we have more efficient programs, end the duplication, estab- 
lish the priorities, and make sure that the programs are managed 
as efficiently as possible. 

But, I must also point out that there are additional, I think, 
standards that we need to make sure that, wherever we participate 
in foreign aid, that certain minimum standards are met: minimum 
standards in good governance, as it relates to transparency, in the 
countries that we do business with, that they have active programs 
to fight corruption in their own country, that they have programs 
to deal with gender equity issues. I think all of that is important 
as part of our expectations of where we participate in foreign devel- 
opment. 

Recent events in the Middle East have indicated to us that it’s 
critically important, in that region, that countries that we partici- 
pate with meet minimum standards of sharing our vision to fight 
extremists and terrorists, to support our efforts for peace in the 
Middle East, and to provide basic human rights and basic stand- 
ards to the people of their own country, and that we need to be 
tough, as we deal with these countries, to make sure that these 
standards, in fact, are met. 

I’ll be interested in hearing from our witnesses the views on 
some of the new initiatives that you all have started. The Feed the 
Future Program is one that. Administrator Shah — I would appre- 
ciate you directing some attention, in your comments, to — and the 
Global Health Initiative. 
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It’s interesting, with Feed the Future, that 925 million people are 
suffering from hunger, worldwide. Now, when you look at that 
number, it’s rather staggering. When you take a look at it by gen- 
der, you find that 60 percent are women. And then you start look- 
ing at the economic realities, globally, where women represent 66 
percent of the work done in the universe and receive only 10 per- 
cent of the income. We need to make sure that if we are, in fact, 
going to feed the future, that it needs to start with equality with 
women in other countries. 

The Millennium Challenge Corporation has initiated many mat- 
ters that I think can be models for us, looking at transparency and 
country ownership and looking at gender equity. The President has 
stated that he wants to see the United States have the premier de- 
velopment agency in the world. I share those sentiments. At this 
critical crossroads, it is essential that we continue our commitment 
to provide the strongest development assistance in the world, ful- 
filling both a moral obligation as well as strengthening our long- 
term national and global prosperity and security. 

Countries that descend into chaos and anarchy are breeding 
grounds for extremism. Our comparably small investments in their 
development will yield enormous results. I will continue to strongly 
advocate for not only adequate funding for these programs, but also 
the broader structural and organizational reforms that are nec- 
essary for the 21st century foreign assistance and development 
policies and delivery. 

I look forward to working with my colleagues on this committee 
to ensure that these goals, in fact, are met. 

And I want to thank both of our witnesses for their commitment 
to service in our country. We’re very fortunate to have you in these 
positions, and we look forward to working with you in partnership. 

And with that, I would turn to Senator Lugar. 

STATEMENT OF HON. RICHARD G. LUGAR, 

U.S. SENATOR FROM INDIANA 

Senator Lugar. Well, it’s a privilege to join Chairman Cardin in 
welcoming Administrator Shah and Chief Executive Officer 
Yohannes to the committee this afternoon. 

Our hearing today takes place in the context of deep economic 
uncertainty at home, coupled with extraordinary upheaval over- 
seas. These conditions necessitate that the State Department, 
USAID, and the Millennium Challenge Corporation prioritize ini- 
tiatives that contribute to fundamental national security and for- 
eign policy goals. As our country is challenged by a large budget 
deficit and an overwhelming national debt that exceeds $14 trillion, 
we must examine the value of every program. This is true of pro- 
grams across government, including those dedicated to inter- 
national development. 

In receiving your testimony today, I will be considering how your 
priorities and plans will satisfy a number of principles. 

First, our investment in development programs must dem- 
onstrate clear objectives that are closely connected to the interests 
of the United States. 

Second, assistance programs have to be run efficiently, mini- 
mizing duplication, waste, and unnecessary expense. 
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Third, the work of USAID and the MCC must be measurable and 
transparent, allowing programs or approaches that are showing 
poor results to be jettisoned or revised. I am especially interested 
in lessons we can draw from the MCC’s rigorous evaluation frame- 
works. 

Fourth, the United States is just one actor among many coun- 
tries and organizations that provide various types of humanitarian 
and development assistance. The United States should emphasize 
those areas that we do best and that are most likely to benefit our 
interests over the long term. 

One such area is food. Food shortages and high prices for com- 
modities have been issues in almost every Middle Eastern country 
that has experienced upheaval. This underscores, again, the pivotal 
position of the United States as the largest and most diverse grow- 
er and exporter of food and the leader in agricultural science. This 
role comes with both enormous economic opportunities and na- 
tional security imperatives. 

The world will experience explosive growth in demand for food as 
large populations in China, India, and elsewhere become more af- 
fluent. Meanwhile, countries throughout Africa and Asia suffer 
from severe hunger and malnutrition. The United States must give 
high priority to executing a global food policy that both creates ex- 
port opportunities for our farmers and agricultural businesses and 
addresses hunger in volatile regions that could negatively impact 
our national security. These circumstances require a new focus on 
increasing agricultural productivity both here in the United States 
and throughout the world. We must challenge the talents of Amer- 
ica’s agriculture community to improve product yields through new 
technologies, stretching beyond the achievements of the Green Rev- 
olution. 

Further, as with our other development investments, we must 
lead a coordinated effort across all agencies to prevent duplication 
and overlap of these programs. I applaud Dr. Shah’s personal inter- 
est in this topic and encourage him to continue to work with the 
Congress on this issue. 

Finally, we should recognize that personnel from USAID, MCC, 
the State Department, and other agencies are on the front lines in 
many impoverished or war torn locations, including Afghanistan 
and Iraq. We appreciate the sacrifices that they make and the risks 
that they take daily on behalf of the United States. 

We thank you, again, for your appearance today and look for- 
ward to your testimony. 

Senator Cardin. Thank you. Senator Lugar. 

Administrator Shah. 

Both of your entire statements will be made part of our record. 

You may proceed as you see fit. 

STATEMENT OF HON. RAJIV J. SHAH, ADMINISTRATOR, U.S. 

AGENCY FOR INTERNATIONAL DEVELOPMENT, WASHING- 
TON, DC 

Dr. Shah. Thank you. Chairman Cardin, Ranking Member 
Lugar, members of the committee. It is an honor to be here again 
before you and have a chance to describe the great work that we’re 
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trying to pursue in our development portfolio under the Obama ad- 
ministration. 

Since my full remarks are in the record, I may just limit my 
opening statement to three basic points. 

The first is that USAID, the MCC, and the work we do in inter- 
national development is fundamentally a core part of our national 
and economic security strategy. It is less costly and more effective 
to invest in agricultural development, as Senator Lugar just de- 
scribed, rather than dealing with the food riots, famines, and failed 
states that result when we fail to do so. We know that countries 
ravaged by HIV/AIDS and malaria and child death that is unneces- 
sary are unable to grow and unable to achieve stability, as families 
destroy their capital assets and seek refuge in any manner that is 
possible. We know that today in Southern Sudan, a part of the 
world that is receiving significant influx of people from the north, 
a girl is more likely to die in childbirth than she is to complete a 
secondary education. 

It’s precisely because our work is so critical to our national secu- 
rity that we have pursued a set of reforms in how we do our work 
so that we can be more efficient, more effective, more results-ori- 
ented, and better stewards of precious U.S. tax dollars. In doing so, 
USAID is also seeking to be a better partner with the U.S. military 
and with the State Department and others so that we can be effec- 
tive at implementing these programs and bring all of the tools the 
U.S. Government has to offer to our core development objectives. 

These reforms were initiated through a Presidential Study Direc- 
tive (PSD) on development and the Quadrennial Development and 
Diplomacy Review or QDDR, which resulted in reprioritizing 
growth in governance, science, technology, and innovation, the con- 
cept of mutual accountability, and an absolute and relentless pur- 
suit of development results as the tenets of our development policy. 
At USAID, we have internalized both the PSD and the QDDR in 
a specific set of reforms we call USAID Forward. These include pol- 
icy and budget reforms that have led to the creation of new policies 
at USAID so that, for example, our education strategy is now more 
focused on specific results, with respect to child literacy and learn- 
ing all around the world. It’s led to specific budget reforms that 
have allowed us to identify $400 million in reallocations that we’ve 
found because we’re moving resources from less efficient programs 
to more efficient programs. It has allowed us to pursue science, 
technology, and innovation investments, such as a unique partner- 
ship we called Saving Lives at Birth, that will look at new tech- 
nologies to help bring the costs down and help save the 1.6 million 
women and children that die either during childbirth or in the first 
48 hours of life. And it’s allowed us, importantly, to really fun- 
damentally restructure our human resources and our procurement 
strategies so we can shorten the cycle time between ideas and im- 
pact, work with a broader range of partners, and execute new ac- 
countability efforts, like the Accountable Assistance for Afghani- 
stan Program, to allow us to better track resources, better manage 
subcontractors and private security contractors, and serve as better 
and more accountable stewards of U.S. taxpayer dollars. 

Perhaps the single program where this is most visible is in the 
Feed the Future effort, where we have selected 20 countries to par- 
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ticipate, based on their willingness to increase their own invest- 
ment in agricultural development, where the agricultural sector is 
critical to their economic success, and where we think we can work 
in a spirit of real results, in partnership with other donors, so we 
leverage our dollars 2- or 3-to-l as we pursue an effort of elimi- 
nating hunger in these 20 countries. In pursuing this program, we 
think we will reach 18 million people, and help them move out of 
a state of poverty and hunger in 5 years, 7.2 million of which are 
children who go to bed hungry every night, today. 

Third, and perhaps most importantly, we believe that all of our 
development investments should be focused specifically on achiev- 
ing results. I described the results we are trying to achieve in Feed 
the Future. In our Global Health Initiative, we are reprioritizing 
those specific investments that save the most lives at, frankly, the 
least cost. 

We’re reprioritizing getting diarrheal and pneumonia vaccines to 
communities that do not have them, so that we can save lives at 
$10 to $20 per life-year. 

We are trying to build on some of the incredible bipartisan suc- 
cesses of the past administration, and the first 2 years of this one, 
in the President’s Malaria Initiative, where, for the first time, 
we’ve seen validated data that has documented a 30-percent reduc- 
tion in all-cause child mortality in countries that benefit from the 
program, which means that, by getting poor children in local com- 
munities a $2 or $3 bed net to sleep under, among other things, 
we’re not only saving their lives, but, by keeping them out of the 
hospitals there, we’re allowing the hospitals to save other children’s 
lives from other diseases. 

And we’re pursuing a results-oriented development strategy in 
very difficult-to-work areas like Afghanistan, where our program is 
part of an integrated civilian and military effort that is being exe- 
cuted in specific key terrain districts that are both part of current 
kinetic operations and part of our transition strategy. 

We believe these are results that will keep us safe, keep us se- 
cure, and improve our ability for our country to have viable and ef- 
fective trading partners around the world. And we recognize that 
budgets are an expression of both values and priorities. And we ap- 
preciate the chance to be here today to describe our priorities. 

Thank you. 

[The prepared statement of Dr. Shah follows:] 

Prepared Statement of Dr. Rajiv Shah 

INTRODUCTION 

Thank you very much Mr. Chairman, Ranking Member, and members of the com- 
mittee. I am honored to join you here today in support of the President’s fiscal year 
2012 budget request. 

Before beginning my testimony, I want to briefly comment on USAID’s response 
to the devastating earthquake and subsequent tsunami in Japan and the remark- 
able events taking place in the Middle East. 

In Japan, USAID is leading the U.S. Government’s response, coordinating an 
interagency effort with the Nuclear Regulatory Commission, and the Departments 
of State, Energy, Defense and Health and Human Services. We also have deployed 
a Disaster Assistance Response Team — including urban search and rescue special- 
ists and nuclear experts — to support Japanese emergency response efforts. I’d like 
to thank the brave men and women on these teams for their enormous courage. 
USAID has provided 10,000 personal protective equipment sets — including suits. 



7 


masks, gloves, decontamination bags, potassium iodide and other supplies — to help 
those working near the contaminated zone in Fukushima Prefecture. 

Our thoughts and prayers are with the Japanese people at this time, and we will 
continue to work closely with the Government of Japan to respond to their requests 
for assistance as quickly as possible. 

USAID also has led the humanitarian response to recent events in the Middle 
East. As we speak, USAID teams are working on the Tunisian border with Libya 
and in Egypt, helping deliver assistance to those affected by conflict. In eastern 
Libya, we have delivered health kits capable of providing basic care to 40,000 peo- 
ple, with more en route. We have also provided key support to the World Food Pro- 
gramme, which has moved more than 10,900 tons of food in and around Libya, 
enough to feed more than 650,000 people. 

We will work with counterparts to help the people of the region realize their 
democratic aspirations through a credible transition. Drawing on experience USAID 
has gained over decades, we will help countries strengthen civil society, extend the 
rule of law, and create more transparent and accountable democratic governance. 

RESULTS 

Both the President and Secretary Clinton have emphasized that development is 
as important to our Nation’s foreign policy as diplomacy and defense, and as a re- 
sult have actively championed the goal of reestablishing USAID as the world’s pre- 
mier development Agency. 

Representing less than 1 percent of the Federal budget, the President’s FY 2012 
request balances difficult tradeoffs with a clear-eyed assessment of where we can 
most effectively achieve dramatic, meaningful results for the American people and 
the developing world. 

The President’s request includes significant investments in bipartisan initiatives 
promoting global health and food security, the foundations of which were laid by the 
previous administration and bipartisan supporters in Congress. 

Representing the largest portion of the President’s budget request for foreign op- 
erations, the $8.7 billion USAID and State are requesting for the Global Health and 
Child Survival account will allow us to transform HIV/AIDS from a death sentence 
to a manageable disease for more than 4 million HIV-positive patients, reduce the 
burden of malaria by half for 450 million people and prevent hundreds of millions 
of child deaths from preventable diseases by providing them vaccines and bed nets. 

Our Global Health Initiative is designed to efficiently deliver these results. Rather 
than create separate facilities to treat separate diseases, we will save money and 
expand the reach of coverage by integrating treatments into single points-of-care. 
In Kenya, we worked with PEPFAR to couple HLV/AIDS treatment with maternal 
and child health services. As a result, we’ve extended the availability of reproductive 
health services from two to all eight of the country’s districts, at no increase in cost. 

We can also help countries develop their own agricultural sectors, so they can feed 
themselves. For the $1.1 billion we are requesting for bilateral agricultural develop- 
ment programs, we will be able to help up to 18 million people in up to 20 coun- 
tries — most of them women — grow enough food to feed their families and break the 
grips of hunger and poverty. 

We chose these potential countries for our Feed the Future Initiative selectively, 
based on their own willingness to invest in agriculture, undertake reforms, and en- 
courage coordinated investment from other donors, foundations, and private compa- 
nies, leveraging our investments several-fold. We have worked closely with these 
countries to develop rigorous agricultural strategies that will bolster the success of 
our Initiative. 

But our foreign assistance will not just assist people abroad; it will benefit us here 
at home. 


FROM THE AMERICAN PEOPLE, FOR THE AMERICAN PEOPLE 

Our assistance represents the spirit of our country’s generosity; captured in 
USAID’s motto: “From the American People.” Recent events underscore the critical 
importance of our humanitarian assistance request. 

But now more than ever, it is critical that the American people understand that 
our assistance also delivers real benefits for the American people: it keeps our coun- 
try safe, and develops the markets of tomorrow. 

Keeping America Safe 

By elevating the role of democracy, human rights, and governance, we help to con- 
solidate freedom in new and fragile democracies and expand liberty in authoritarian 
and semiauthoritarian countries. We also support the rebuilding of failed and fragile 
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states during and after conflict, forging new compacts between state, civil society, 
and the private sector that lead to increased stability and ultimately keep Ameri- 
cans out of harm. 

As Secretary of Defense Gates, Joint Chiefs Chairman Admiral Mullen, and Gen- 
eral Petraeus have all emphasized, we need a fully engaged and fully funded na- 
tional security presence, including the core components of our Nation’s civilian 
power: the State Department and USAID. 

This year, for the first time, the President’s budget designates $1.2 billion of 
USAID funding for Afghanistan to a separate account called the Overseas Contin- 
gency Operation Account. This transparent approach, modeled upon the Defense 
Department’s well-established example, distinguishes between temporary costs and 
our existing budget in an effort to consistently budget for Defense, State, and 
USAID spending. 

In the most volatile regions of Afghanistan, USAID works side by side with the 
military, playing a critical role in stabilizing districts, building responsive local gov- 
ernance, improving the lives of ordinary Afghans, and — ultimately — helping to pave 
the way for American troops to return home. 

For example, we are helping to improve agricultural 3 delds in the Arghandab Val- 
ley. As a result, farmers shipped the first agricultural exports out of Kandahar in 
40 years. We have also helped rebuild the civil service in the southeast and helped 
fuel a 40-percent reduction in the growth of opium poppies that fund Taliban oper- 
ations. 

In Northwest Pakistan — the current base of operations for al-Qaeda and the Paki- 
stani Talihan — USAID staff and partners undertake enormous personal risk admin- 
istering over 1,400 small-scale development projects. In the Malakand province, they 
have helped rebuild 150 schools so children there can become productive members 
of their economy, instead of turning to extremist madrassas. 

Our work in promoting national security is not just limited to active zones of con- 
flict. Throughout the world, USAID is deploying development specialists today to 
strengthen democracies, rebuild livelihoods and build strong health and educational 
systems so that we do not have to deploy our troops tomorrow. As Secretary Gates 
has said: “Development is a lot cheaper than sending soldiers.” 

In Southern Sudan, the USAID mission worked with partners to design, procure, 
and preposition ballots and supplies months before the recent referendum on inde- 
pendence. That foresight helped ensure the referendum, which many predicted 
would never occur, proceeded peacefully and successfully, but also left us prepared 
in the event it would not. 

Developing the Markets of Tomorrow 

In addition to strengthening our national security, USAID’s work also strengthens 
America’s economic security. 

Today, long-time aid recipients like India, Indonesia, Poland, and South Korea 
and other emerging economies have become America’s fastest growing markets. Ex- 
ports to developing countries have grown six times faster than exports to major 
economies and today they represent roughly half of all U.S. exports. 

In 2009, we exported over half-a-trillion dollars in American goods and services 
to those countries, and 97 percent of those exporters were small- and medium-sized 
U.S. companies. That is why for every 10 percent increase we see in exports, there 
is a 7-percent increase in the number of jobs here at home. 

We need to accelerate the economic growth of tomorrow’s trade partners, ensuring 
those countries grow peacefully and sustainably. 

But beyond these impacts, winning the future will depend on reaching the 2-3 
billion people currently at the bottom of the pyramid who will come to represent 
a growing global middle class. By establishing links to these consumers today, we 
can effectively position American companies to sell them goods tomorrow. 

Make no mistake: our success is intertwined with the progress of those around 
us. By fully funding the $2.9 billion USAID is requesting for its Development Assist- 
ance account, we will save lives, expand global freedom and opportunity, and cru- 
cially strengthen America’s national and economic security. 

REFORM 

Because development is critical to our national security and future prosperity, 
USAID has worked tirelessly to change how we work with all of our partners. 

Consistent with the President’s Policy Directive on Global Development and the 
Quadrennial Diplomacy and Development Review, we have launched a series of re- 
forms we call USAID Forward. 
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Learning, Monitoring, and Evaluation 

To ensure our assistance is effective, we are taking monitoring, evaluation, and 
transparency seriously. In 1994, USAID conducted nearly 500 independent evalua- 
tions. By the time I arrived, only 170 evaluations were submitted to Washington, 
despite a threefold increase in programs managed. In many instances, these evalua- 
tions were commissioned by the same organizations that ran the programs. 

To end this practice, we introduced a new evaluation policy that is quickly setting 
a new standard in our field. We are requesting $19.7 million to implement this pol- 
icy and provide performance evaluations for every major project, conducted by inde- 
pendent third parties, not by the implementing party themselves. And we will re- 
lease the results of all of our evaluations within 3 months of their completion, 
whether they tell a story of success or failure. 

Combating Fraud, Waste, and Abuse 

We are fighting vigorously to prevent and respond to fraud, waste, and abuse, and 
to ensure a culture of vigilant oversight. I have created a new suspension and debar- 
ment task force led by our Deputy Administrator, Don Steinberg, and staffed with 
talent across our Agency. This task force will provide a coordinated effort to closely 
monitor, investigate, and respond to suspicious activity. 

Private Sector Partnerships 

We are also placing a renewed emphasis on economic growth, driven by private 
sector investment. In all aspects of our work, we are relying much more on 
levera^ng private sector investment and building public-private partnerships in 
countries committed to good governance and pro-business reforms. 

For example, through the Feed the Future initiative, we have launched 
groundbreaking new partnerships with Kraft, General Mills, and Wal-Mart in 
Ghana, Tanzania, El Salvador, and Guatemala to connect poor farmers to local and 
international food markets. And in Haiti, we are supporting Coca-Cola’s initiative 
to promote the Haitian mango juice industry. 

These efforts strengthen the sustainability of our economic growth work, while 
also improving the bottom line for American companies. 

Science, Technology, and Innovation 

Across our portfolio, we are seeking new ways to harness the power of science, 
technology, and innovation. For our request of $22.1 million, we will recapture 
USAID’s legacy as the leader in appl3dng scientific and technical solutions to the 
challenges of development. 

We have developed a new venture capital-style investment fund — the Develop- 
ment Innovation Ventures Fund — so we can support startups, researchers, and non- 
profits focused on the problems of the developing world. We are requesting $30 mil- 
lion to continue using this simple but highly competitive business model to 
sustainably scale innovative solutions to development challenges. 

By providing seed capital to incentivize the emergence of these innovations, we 
practice development with an exit strategy. This fund has already funded several 
projects, including an easy-to-use self-administered test for preeclampsia, the lead- 
ing cause of maternal mortality in the world. 

In Haiti, instead of rebuilding brick-and-mortar banks devastated by the earth- 
quake, we are partnering with the Gates Foundation to begin a mobile banking rev- 
olution in the country. By allowing Haitians to save money and make transactions 
on their cell phones, we are encouraging local wealth creation and cutting back on 
corruption and wage-skimming. 

This approach forms the foundation of a new series of grant challenge partner- 
ships USAID introduced just last month. Rather than building hospitals and power 
plants throughout the developing world, USAID will partner with foundations, for- 
eign governments, inventors and engineers to generate new, low-cost innovations 
that can help countries skip the need for some of this physical infrastructure. 

Procurement 

Fundamentally, all of the reforms I have outlined are designed to achieve the 
same result: to create the conditions where our assistance is no longer necessary. 

The President’s budget request puts this approach into practice. It cuts develop- 
ment assistance in at least 20 countries by more than half, including 11 countries 
where all bilateral Development Assistance has been eliminated. It also terminates 
USAID missions in three countries. And it reallocates almost $400 million in assist- 
ance and shifts 30 Foreign Service positions toward priority countries and initia- 
tives. 

USAID must continue to do its work in a way that allows our efforts to be re- 
placed over time by efficient local governments, thriving civil societies and vibrant 
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private sectors. That is why we have launched the most aggressive procurement and 
contracting reforms our agency has ever seen. Instead of continuing to sign large 
contracts with large contractors, we are accelerating our funding to local partners 
and entrepreneurs, change agents who have the cultural knowledge and in-country 
expertise to deliver lasting, durable growth. 

These procurement reforms are crucial to delivering assistance in a much more 
effective and evidence-based way, generating real results faster, more sustainably 
and at lower cost so more people can benefit. 

To implement the QDDR and USAID Forward, implement our procurement re- 
forms and deliver development gains more cheaply and efficiently for the American 
people, it is crucial that USAID’s FY 2012 operational request of $1.5 billion is fully 
funded. 

We can only make these reforms meaningful if we can bring in the contracting 
officers, controllers, and technical advisors who can provide accountability and over- 
sight over our contracts and grants and safeguard taxpayer funds. 

As we continue the Development Leadership Initiative begun under President 
Bush, with strong support from Congress, we plan on filling key staffing gaps in 
priority countries and frontline states. By bringing in experts in conflict and govern- 
ance, global health, agriculture, education, economics and engineering, we can re- 
store the technical capacity our Agency has lost over time, and has had to contract 
at far greater expense. 


CONCLUSION 

The evidence is clear: development saves lives, strengthens democracies, and ex- 
pands opportunity around the world. It also keeps our country safe and strengthens 
our economy. But our development assistance also expresses our American values. 

When we protect girls from sex trafficking in Asia, stop deforestation in Latin 
America or help Afghan girls return to school, we express American values. 

When Americans see a neighbor in need, or witness suffering and injustice 
abroad, we respond; we mobilize; we act. We are a generous people. That fact was 
never clearer than when 20 million American families donated money to Haiti relief; 
more than watched the Super Bowl. 

USAID is proud to put American values into action — distributing antimalarial bed 
nets donated by school children, supporting faith-based organizations that help ease 
suffering abroad, and engaging all Americans in solving the greatest global chal- 
lenges and generating results. 

Right now is a critical moment in our country’s history. As a nation, we are mak- 
ing a lasting determination about the future of our country, and the future of our 
global leadership. 

Now is the time when America must decide whether it will engage and lead the 
world, actively using its tools of development, diplomacy, and defense to improve 
human welfare and freedom across the globe . . . 

... or whether it will retract, leaving many of its poorest, most fragile global 
partners without assistance, and leaving other emerging global powers like China 
to promote alternative economic and political models. 

Budgets are an expression of policy; they are an expression of priorities. But fun- 
damentally, they are an expression of values. 

Senator Cardin. Thank you very much, for your testimony. 

Mr. Yohannes. 

STATEMENT OF HON. DANIEL W. YOHANNES, CHIEF EXECU- 
TIVE OFFICER, MILLENNIUM CHALLENGE CORPORATION, 

WASHINGTON, DC 

Mr. Yohannes. Thank you, Mr. Chairman, Senator Lugar, and 
every member of the committee, for the opportunity to discuss the 
work of the Millennium Challenge Corporation. 

I’m honored to he here and work with this committee to reduce 
poverty and to advance American interests and values around the 
world. 

Mr. Chairman, as you know, promoting stability, building the 
next generation of emerging markets, and developing strong and 
capable partners make Americans more secure. But, to be success- 
ful, we need a robust, effective array of development tools. That’s 
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why I am so pleased to be here with my good friend, USAID Ad- 
ministrator Shah. 

President Obama has called on MCC to play a distinct, integral 
role in implementing the new U.S. global development policy, one 
that complements the work of USAID. Dr. Shah and I coordinate 
closely to find ways that our agencies can work together and lever- 
age our comparative advantages to help poor countries help them- 
selves. 

The President’s new development policy is built around core prin- 
ciples: economic growth, sustainability, country ownership, trans- 
parency, and results. These same principles have guided MCC 
since its creation in 2004, when Democrats and Republicans came 
together to pioneer a new vision for development that is a vision 
based on accountability, a focus on economic growth, and a rigorous 
analysis and evaluation to ensure maximum impact. 

MCC takes a businesslike approach to development, requiring 
that each investment meet meaningful economic rates of return. 
But, sustainable growth and lasting poverty reduction require good 
governance, too. That is why MCC is so selective in deciding where 
to invest. We choose to work with only those countries that are ac- 
countable to their people, that stand against corruption and that 
create conditions for markets to thrive and human dignity to flour- 
ish. 

Part of MCC’s distinctiveness is our focus on results. From the 
start, we have emphasized rigorous, transparent program evalua- 
tion. We measure our progress by the number of girls who would 
receive an education in schools like the ones we established in 
Burkina Faso, by the growth in trade and business activity that 
flows from safe, modern roads like the ones we paved in Georgia, 
by the gains in productivity and health that will derive from clean- 
er and more efficient water solutions like those we are introducing 
in Jordan, and many other indicators of progress. 

But, the ultimate result we seek is higher incomes for citizens of 
our partner countries. All of the successes I have just described are 
stepping stones toward that goal. 

This is an exciting time for MCC. MCC’s first compacts are now 
closing out and we are evaluating the results. In Honduras, for ex- 
ample, MCC provided agricultural productivity and business train- 
ing to help more than 7,000 farmers boost their yields. We up- 
graded hundreds of miles of road to help farmers get their harvests 
to market. And we encouraged policy changes to ensure that the 
infrastructure improvements would endure. 

Preliminary data collected by the program implementer suggests 
that the farmers we work with saw their annual net income rise 
88 percent on land being cultivated with new practices, allowing 
them to invest more in their families, in their farms, and in their 
futures. I want to stress that this is preliminary data, and we will 
know more when independent evaluations are completed, later this 
year. 

Looking ahead to the next fiscal year, the President has re- 
quested $^1,125 billion to fund MCC, which would enable us to sign 
compacts with Indonesia, Georgia, and Ghana. I am committed to 
ensuring that Americans’ hard-earned money invested in MCC will 
yield a return in global prosperity and security. 
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Mr. Chairman, my own background is in banking, and I bring a 
banker’s perspective to my job. But, my perspective is also in- 
formed by my travels in poor countries and by my faith in the val- 
ues that make America strong: freedom, opportunity, responsibility, 
and the willingness to lend a helping hand. I have seen the toll 
that poverty takes in broken dreams and in wasted potential. But, 
I’ve also seen how much hardworking men and women can achieve 
when they are given the tools and the chance to build a better life. 
I am proud that our Nation supports those aspirations for dignity 
and progress. And I’m grateful to this committee for your leader- 
ship. 

Thank you for this opportunity to testify. I request that an ex- 
tended version of my testimony be entered into the record. And I’m 
happy to answer any questions. 

Thank you, Mr. Chairman. 

[The prepared statement of Mr. Yohannes follows:] 

Prepared Statement of Daniel W. Yohannes 

Thank you, Mr. Chairman, and every member of the committee for the oppor- 
tunity to discuss the work of the Millennium Challenge Corporation. I am honored 
to be here and to work with the committee to reduce poverty and advance American 
interests and values, around the world. 

Mr. Chairman, as you know, promoting stability, building the next generation of 
emerging markets, and developing strong and capable partners makes Americans 
more secure. But to be successful, we need a robust, effective array of development 
tools. That is why I am so pleased to be here with my good friend, USAID Adminis- 
trator Shah. 

President Obama has called on MCC to play a distinct, integral role in imple- 
menting the new U.S. Global Development Policy, one that complements the work 
of USAID. Dr. Shah and I coordinate closely to find ways our agencies can work 
together and leverage our comparative advantages to help poor countries help them- 
selves. 

The Millennium Challenge Corporation (MCC), like other U.S. Government agen- 
cies, is operating in a constrained budget environment. MCC holds itself accountable 
to the American people to ensure that every taxpayer dollar generates the best pos- 
sible return on investment. As good stewards of American teixpayer resources, every 
day we ask ourselves the tough, fundamental questions about the effectiveness and 
efficiency of our approach to development and our operations. 

Before discussing President Obama’s fiscal year 2012 budget request for MCC, 
and highlighting issues of strategic importance to the agency in the coming months, 
I would like to address three fundamental questions about MCC. First, what makes 
us distinctive? Second, are we delivering results? And third, how are the American 
people benefiting from MCC’s investments? 

MCC’S SELECTIVE, TARGETED APPROACH TO DEVELOPMENT ASSISTANCE 

What makes MCC distinctive? One of the most distinctive features of MCC is our 
broad-based, bipartisan support. The MCC approach to development — with our focus 
on economic growth, sustainability, country ownership, transparency, and account- 
ability — has been embraced by Democrats and Republicans in Congress; Presidents 
Obama and Bush; Secretaries Clinton, Rice, and Powell; and leading voices from the 
right and the left, from the Heritage Foundation and the American Enterprise Insti- 
tute to the Brookings Institution and the Center for American Progress. 

There is good reason we have won the support of policymakers and analysts 
across the political spectrum: our innovative, reform-minded mission and business 
model. MCC’s mission is to reduce poverty through economic growth in a select 
number of well-governed countries. MCC selects country partners carefully to 
ensure the highest returns on our investments, and creates strong incentives to 
advance democratic, market-based principles — not just in MCC countries but in 
emerging markets across the developing world. 

Part of MCC’s accountability model is the ability and willingness to say “no” — 
no to countries that do not meet MCC’s high standards for eligibility, and no to pro- 
posed investments that do not have promising returns for economic growth and 
poverty reduction. 
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In determining eligibility for funding, MCC evaluates whether a country has cre- 
ated a policy environment for sustained economic growth through 17 independent, 
transparent policy indicators that measure a country’s commitment to ruling justly, 
economic freedom, and investing in its own people. We believe that engaging with 
developing countries in a selective, targeted way is not only fiscally responsible in 
the short term, but also is critical to poor countries attracting private investment 
and ending their reliance on aid in the long run. 

Good governance is critical for economic growth. We look for opportunities for re- 
form in areas that will ensure the sustainability of our investments. These reforms 
have included changes to national policies, laws, regulations, and even the tradi- 
tional ways of doing business by government institutions. For example, before in- 
vesting in Lesotho, we worked with the government to change a law that treated 
adult women as minors, so that women could be full participants in the economy. 
In most cases, these reforms, and the domestic capacity that MCC’s country-led pro- 
grams build, not only help unlock the full potential of tj.S. taxpayer dollars, but also 
help improve the broader conditions for continued growth and investment in our 
partner countries. 

Signing up to work with MCC means a country is committing itself to tackle the 
tough policy reforms necessary to create an environment in which the private sector 
can thrive, citizens can hold their governments accountable, and U.S. taxpayers can 
see they are getting a good return on their investment. Our goal is to help poor 
countries rise out of poverty and achieve self-sufficiency, as well as to create stable 
trading and investment partners for the United States, which will strengthen the 
American economy and make our Nation more secure. 

MCC IS DELIVERING RESULTS 

The second fundamental question I confront on a daily basis is on MCC’s impact: 
Are we delivering results? MCC’s focus on economic growth, sustainability, country 
ownership, transparency, and accountability is working. All development partners, 
both donors and host countries, are interested in achieving results. What distin- 
guishes MCC is our commitment to technically rigorous, systematic, and trans- 
parent methods of projecting, tracking, and evaluating the impact of our programs. 
MCC’s results exist along a continuum — from policy changes countries make to be- 
come compact eligible (“the MCC Effect”), to interim outputs and outcomes as com- 
pacts mature, to our ultimate goal: income increases over the long term. 

We expect MCC’s current investments to benefit more than 170 million people in 
the poorest countries around the world — and we expect incomes to rise by over $12 
billion over the life of those investments. 

Even before these income gains are achieved, MCC and our country partners have 
tangible results to show. To date, MCC investments in new or improved irrigation 
and technical assistance have facilitated the adoption of new agricultural practices 
on 82,510 hectares of land — an area slightly larger than Shenandoah National Park 
in the United States. Our funded programs have trained over 150,000 farmers in 
techniques that help them produce higher quality, higher value crops. We have pro- 
vided funding for $66 million in agricultural loans, and have financed assistance for 
over 3,800 private enterprises involved in agriculture-related business. We have 
supported construction of more than 890 kilometers of roads that link markets and 
encourage trade, and have another 2,400 kilometers under construction. These 
interventions aim to increase incomes though market-driven agriculture. MCC 
tracks these results closely because they are the drivers of the income gains that 
we and our partners aim to achieve. 

While these results are important indicators of success, they do not tell the whole 
story. We are pleased that our program outputs are on track, but we hold ourselves 
to a higher standard: are MCC investments increasing incomes? That is why we are 
so excited about preliminary, promising data that is coming from Honduras, our 
first completed compact program. 

In Honduras, we have preliminary data from our agriculture program imple- 
menter showing that farmers who received assistance from MCC saw their annual 
net income rise 88 percent, from $1,880 per hectare of land cultivated using new 
practices to $3,550 per hectare. 

I want to stress that this is preliminary data, and we will know much more when 
the work of our independent evaluators is completed. But it is consistent with the 
output- and policy-based results that we have seen and the personal stories I have 
heard directly from farmers and entrepreneurs with whom I have visited. 
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MCC’S INVESTMENTS ARE HELPING TO BUILD THE NEXT GENERATION OF EMERGING 
MARKETS AND MAKE AMERICANS MORE SECURE 

The third fundamental question is: Are the American people benefiting from 
MCC’s investments? President Obama’s new development policy is building on the 
best ideas of the Bush administration and calling on U.S. development agencies to 
help build the next generation of emerging economies. By doing so, we are investing 
in a better future that offers opportunities to poor people in MCC partner countries 
and to American businesses and our own citizens. 

In a speech earlier this year, Bill Gates noted that fully half of current U.S. ex- 
ports — more than half a trillion dollars — go to developing markets. Looking forward, 
leading economists expect the developing world to become the growth engine of the 
global economy. 

MCC investments look to remove constraints to growth so that the private sector 
will invest and flourish. These investments are helping to build a foundation for 
U.S. exports and increased business activity, which will mean increased growth and 
job opportunities here at home. 

MCC is funding more public-private approaches that can leverage our effort and 
bring in the private sector from the beginning. We are focusing on policy reforms, 
such as an initiative in Jordan that has attracted $90 million in private investment 
in the water sector. 

Our approach creates strong incentives for policies that are business-friendly. In 
Cape Verde, for example, the time required to register a business dropped from 64 
days to as little as one day. Those are the kinds of changes that convert foreign as- 
sistance from a well-intentioned contribution into a productive investment. 

Our commitment to private sector engagement is the reason we have taken action 
to prevent state-owned enterprises from bidding on MCC contracts. MCC’s original 
procurement guidelines included no guidance on this matter, and many — including 
some members of this committee — rightly expressed concern. MCC’s aim is to en- 
sure a level playing field for commercial firms that bid on MCC-funded contracts. 
Because state-owned enterprises have built-in advantages such as access to pref- 
erential credit terms, we took this step to ensure private companies — including 
American companies — get a fair opportunity to compete for MCC-funded contracts. 

MCC also is helping to make Americans safer and more secure by promoting sta- 
bility and developing strong partners in key regions around the world. Defense 
Secretary Robert Gates has been one of the most persuasive advocates for financing 
development work. In recent remarks, Secretary Gates stated: 

. . . [I]n military planning, what we call phase zero is, how do you pre- 
vent conflict? How do you create conditions so we don’t have to send sol- 
diers? And the way you do that is through development. Development con- 
tributes to stability. It contributes to better governance. And if you are able 
to do those things and you’re able to do them in a focused and sustainable 
way, then it may be unnecessary for you to send soldiers . . . Development 
is a lot cheaper than sending soldiers. 

That is one reason why President Obama, like President Bush, has made develop- 
ment — together with defense and diplomacy — a critical pillar of our national 
security. 

THE president’s FISCAL YEAR 2012 BUDGET REQUEST FOR MCC 

When President Obama unveiled the new U.S. Global Development Policy last 
year, he made clear that the United States is “changing the way we do business” 
in development assistance. Laying out a set of principles and practices that are at 
the core of MCC’s model, he called for all U.S. Government programs to embrace 
a focus on results, selectivity, country ownership, and transparency. 

In his budget for fiscal year 2012, President Obama requested $1,125 billion for 
MCC, making the agency a central part of the U.S. Government’s effort to promote 
opportunity and prosperity in poor countries around the world. 

President Obama’s fiscal year 2012 budget request would enable MCC to sign 
compacts with Georgia and Ghana, as well as fully fund a compact with Indonesia. 

MCC’s estimated budget requirements for these compacts are based on several 
factors, including policy performance on MCC’s indicators, total population, popu- 
lation living below national poverty lines, absorptive capacity, and, in the case of 
Ghana and Georgia, performance in previous compact implementation. Final com- 
pact amounts will be based on funding availability and on the scope of agreed upon 
projects. 

MCC requests $912 million of the total fiscal year 2012 request for compact pro- 
grams, divided between a second tranche of funding for Indonesia and subsequent 
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compacts for Georgia (est. $100-$150 million) and Ghana (est. $350-$400 million). 
Because of its proposed size, the Indonesian compact would he funded over fiscal 
years 2011 and 2012, for a total compact range of $700-$770 million. 

Indonesia is the fourth most populous country and the largest Muslim-majority 
country in the world, with more than 100 million of its 250 million people living 
on less than $2 per day. Given Indonesia’s strategic importance to the United 
States, its economic potential, and the high number of people living in poverty, an 
MCC compact would be a smart investment for the American people. 

Both Ghana and Georgia were selected by the MCC Board of Directors as eligible 
to develop subsequent compacts. These countries were selected because of their con- 
tinued strong policy performance, their status as important emerging markets, their 
strategic importance both globally and regionally, and their successful implementa- 
tion of their first compact. 

The Republic of Ghana consistently performs well on MCC’s indicator criteria and 
is generally viewed as one of Africa’s most stable policy performers. Since 2004, 
Ghana has scored among the top low-income countries on the Control of Corruption 
indicator. In a region where constitutional transfers of power are often disputed, 
Ghana has a record of peaceful democratic elections and the transfer of power to 
opposition parties. In 2009, Ghana ranked better than almost two-thirds of all coun- 
tries on Transparency International’s Corruption Perceptions Index, and is pre- 
paring for transparent management of potential oil revenues. 

Georgia is recognized globally as one of the best investment climate reformers, 
even though 30 percent of its population still lives on less than $2 a day. Over the 
last 5 years, its scores on the World Bank’s Doing Business assessment have im- 
proved more than any other country in the index. The country has also made sig- 
nificant strides to privatize state-owned industries and improve its Transparency 
International rank on the corruption perception index. This good economic policy 
performance is reflected by the fact that Georgia has seen a 55-percent increase in 
new businesses registered. 

MCC’S SUBSEQUENT COMPACTS WILL FOCUS ON CONSTRAINTS TO INVESTMENTS 

Entering our eighth year, MCC is beginning a new phase of innovation and part- 
nership. As first compacts strengthen the foundation for economic growth, subse- 
quent compacts — new MCC investments with countries that have successfully 
concluded their first compacts — are expected to target constraints to private invest- 
ment. MCC aims to help countries, like newly selected Georgia and Ghana, solidify 
an economic growth path that attracts private investment, reducing the need for 
aid. 

MCC’s engagement with partner countries is not open-ended. MCC carefully con- 
siders the appropriate nature and duration of each country partnership based on the 
country’s policy and implementation performance, as well as the opportunities for 
impact on growth and poverty reduction. A defining characteristic of MCC’s model 
of aid effectiveness is selectivity, both in the countries we work with and the invest- 
ments we make. MCC’s business model emphasizes selectivity and our mandate to 
partner with countries where investments will have the greatest potential returns 
in terms of poverty reduction and economic growth, and where U.S. teixpayer re- 
sources can be used most efficiently and effectively. 

While a single compact alone cannot address all binding constraints to a country’s 
growth or transform an entire economy, a subsequent compact in a country that 
continues to perform well has the potential to help countries change their growth 
path away from aid dependence and toward greater reliance on private sector in- 
vestment and internally generated revenue. For the poorest countries, even the ones 
with the right policies in place, it may take decades of sustained growth to lift citi- 
zens out of poverty. For low-income countries like Tanzania, where the annual per 
capita income is $500, economists estimate that it could take over 20 years to double 
per capita income even if the country sustains annual per capita growth of 4 percent 
(a historically high rate). 

This does not mean, however, that MCC engagement should last anywhere near 
that long. On the contrary, MCC’s role is targeted and selective, and only the best 
performers will be eligible for continued, limited engagement. MCC’s Board is par- 
ticularly discerning when determining eligibility for follow-on partnerships. In addi- 
tion to good policy performance, countries must show meaningful progress toward 
achieving first compact results before being considered for a subsequent compact. Of 
the 10 countries that will successfully conclude first compacts by the end of 2012, 
MCC’s Board has thus far only selected three as eligible for a subsequent compact. 
Cape Verde was selected in fiscal year 2010 and Georgia and Ghana in fiscal year 
2011. 
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In our approach to subsequent compact design, MCC focuses increasingly on spe- 
cific constraints to investment and private sector engagement; by removing such 
constraints, MCC helps to expand opportunities for U.S. businesses in emerging 
markets. This is in line with the President’s Global Development Policy directive to 
foster the next generation of emerging markets by encouraging broad-based eco- 
nomic growth and democratic governance. 

MCC supports this effort by reaching out to the private sector, by grounding our 
investment choices in a constraints analysis that identifies specific obstacles to pri- 
vate sector-led growth, by introducing financial instruments designed to enhance ac- 
cess to capital, and by promoting innovative project content in areas of potential 
growth, such as alternative energy, applied technology, and financial inclusiveness. 

Potential to leverage MCC funding with a direct impact on investment growth 
serves as one of the screens for evaluation of second compact programming, in addi- 
tion to MCC’s mandate to promote poverty reduction through economic growth. By 
helping these countries solidify the progress they have made and become better inte- 
grated in the global market system, the United States is opening new investment 
opportunities for American firms as well. 

MCC BELIEVES CORRUPTION ERODES PRIVATE SECTOR GROWTH 

1 would like to discuss another critical topic, which is how MCC deals with cor- 
ruption in potential or current partner countries. Because corruption has the power 
to completely undermine private sector growth, and any investment MCC or other 
donors make in developing countries, we take this issue extremely seriously. 

MCC’s approach to fighting corruption begins before we even select a country for 
eligibility. MCC’s corruption indicator is a key part of country eligibility decisions. 

Earlier in my testimony, I spoke of the strong results we are seeing from our part- 
nership with Honduras. Honduras, however, did not pass MCC’s control of corrup- 
tion indicator at the time of country selection for fiscal year 2011. For me, it was 
difficult to not have Honduras selected for a second compact. But MCC tries to stick 
to its principles, and we place great emphasis on fighting corruption. 

While the State Department remains the lead on working with the Government 
of Honduras to address human rights and political issues, MCC has been engaged 
in very constructive conversations with the government to improve performance on 
accountable governance, enhanced management of public resources, and fiscal trans- 
parency. The Honduran Government has initiated a set of reforms to improve 
budget management and transparency, increase civic participation in budget prepa- 
ration and reporting, upgrade legislative oversight, and strengthen internal and ex- 
ternal audit functions. 

Our scrutiny regarding corruption does not stop after selection. Corruption is 
closely monitored as a country develops a compact and proceeds into compact imple- 
mentation. MCC has a publicly available antifraud and corruption policy that out- 
lines precautions that MCC takes and describes ways of responding to any instances 
of corruption in a compact program. We are currently training our local “MCA” ac- 
countable entities on how to apply this policy and develop risk assessments for their 
own work. 

In addition to protecting against corruption in our compacts and assessing indi- 
vidual cases of corruption, MCC assesses broader patterns of government actions 
that undermine institutions of accountability: courts, anticorruption commissions, 
auditors, and the media. Governmental actions that undermine these institutions of 
accountability make individual instances of corruption more likely, enable corrup- 
tion to flourish, and cultivate a culture of impunity. By emphasizing the institu- 
tional response, MCC incentivizes governments to take greater responsibility for 
rooting out corruption. 

For example, MCC and several other donors made clear to the Government of 
Senegal that recent changes to their procurement code and implementing agency, 
in part due to legitimate national security concerns, were an accountability concern 
to us. In response, the government entered into discussions with donors, including 
MCC specifically, to address our concerns as they further revised the procurement 
code. Consequently, they have taken steps to amend the changes that would have 
weakened procurement procedures — including a January 2011 decree and a more re- 
cent draft decree under consideration by the Government of Senegal and various 
stakeholders. MCC is stud 3 dng these amendments. 

Working with some of the poorest countries in the world means working with 
countries that struggle with policy performance including corruption. MCC’s chal- 
lenge is to find the right way to pursue poverty reduction while staying true to our 
model of selectivity and accountability, and this is particularly true in the case of 
corruption. 
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MCC’S PROPOSED LEGISLATIVE CHANGES WOULD STRENGTHEN AN 
ALREADY STRONG MODEL 

We hope to work with the committee again this year on passage of a package of 
legislative changes to MCC’s current authorities, including allowing for concurrent 
compact authority and longer compacts in certain circumstances. 

The proposed changes are based on lessons learned since MCC’s creation in 2004, 
and will provide the flexibility needed to maximize the impact of MCC programs 
through more innovative approaches to development assistance. 

Concurrent compact authority would allow MCC to sign separate compacts with 
a country based on the specific timing requirements of individual projects, rather 
than as part of a package driven on a single timeline. Concurrent compacts would 
improve MCC’s ability to manage our compact pipeline with greater predictability 
and serve as an added incentive for policy reforms in partner countries. 

With concurrent compacts, the agency could move forward with projects that are 
investment-ready, instead of putting several projects at various stages of readiness 
into a single compact or delaying compact signing for a promising but less-developed 
project. As part of a larger, cohesive framework, concurrent compacts will allow for 
smaller, staggered agreements; speed implementation; improve project management 
by allowing countries to focus on managing fewer projects at a time; build manage- 
ment capacity with early projects; ease the current burden of managing large, com- 
plex compact programs; and foster innovation by allowing MCC to pursue new ap- 
proaches and partnerships that could otherwise slow down the compact development 
process. 

Additionally, while having definite timeframes for MCC compacts is an important 
best practice for effective foreign assistance, in some cases projects face implementa- 
tion challenges that mean they cannot be completed within the mandated 5-year pe- 
riod, particularly given MCC’s emphasis on country-led implementation and MCC’s 
high accountability standards. In these cases, MCC’s options for responding to im- 
plementation challenges are limited by the 5-year timeframe. Allowing MCC, in ex- 
ceptional circumstances, to extend the duration of our 5-year compact period for up 
to two additional years would allow MCC and our partner countries to pursue a 
fuller set of options for managing challenges and achieving compact objectives. 

MCC also has sought legislative changes aimed at ensuring that changes in coun- 
tries’ income categories do not prevent the agency from working with the best policy 
performing countries that also have populations living in extreme poverty. Each 
year, countries abruptly graduate from one income category to another with no tran- 
sition period. Sudden shifts in income category, due in part to changes in exchange 
rates, pose serious issues for MCC. This impacts whether they can be candidates 
for MCC assistance at all, and changes both the policy performance standards 
against which they are measured and the levels of funding they can receive. 

CONCLUSION 

Mr. Chairman, my own background is in banking — and I bring a banker’s perspec- 
tive to my job. But my perspective is also informed by my travels in poor countries; 
by my personal experience; and by my faith in the values that make America 
strong — freedom, opportunity, responsibility, and the willingness to lend a helping 
hand. 

I have seen the toll poverty takes — in broken dreams and wasted potential. But 
I’ve also seen how much hardworking men and women can achieve when they are 
given the tools and the chance to build a better life. I am proud that our Nation 
supports those aspirations for dignity and progress, and grateful to this committee 
for your leadership in promoting the security and stability of these countries. 

Thank you for this opportunity to testify. I request that an extended version of 
my testimony be entered into the record, and am happy to answer your questions. 

Senator Cardin. As I said before, your statement will be made 
part of our record. 

And again, I thank both of you for your presence here, but, more 
importantly, for your service in these extremely important posi- 
tions. 

You mentioned the budget submitted by President Obama. Many 
of us support the initiatives that President Obama has in his budg- 
et, as it relates to your agencies. The reality, though, is that what 
is moving through the House of Representatives is substantially 
below those numbers. Not only do they not increase your funds. 



18 


there are significant reductions, totaling approximately 29 percent 
for the FY12 budget. 

Can you just relate to us, if that budget became real, if the 
House-passed numbers in its budget were to be reflected in the 
final budgets you receive, what impact that would have on the pro- 
grams that you have referred to in your testimony, but, as it re- 
lates to your commitments, generally? 

Dr. Shah. Certainly. And thank you for the question. We have 
been working in a spirit of bipartisanship and with the desire to 
be very efficient in how we achieve cost reductions in the portfolio 
of work, which is why the FY12 budget request already presents 
more than $400 million of USAID budget reallocations from pro- 
grams that are good programs, achieving impacts, but to a range 
of other programs that we think buy more outcomes for the dollar. 

That said, a 30-percent reduction to the various accounts that 
USAID manages would effectively end our ability to pursue the 
Feed the Future Program, which has, I think, particular unique 
and timely value, because it is a program that really was started 
between FY08 and FY09, with significant budget increases pro- 
posed by the Bush administration, and then picked up by President 
Obama. So, if we go back to FY08 levels, that program essentially 
will not exist, and the resources will not exist to invest in the 20 
priority countries, as we’ve defined them. 

Second, in our Global Health Initiative, we’ve proposed addi- 
tional resources for precisely those areas of investment we think 
buy the most value, in terms of human life, like malaria, immuni- 
zation, child survival in that first 48-hour period of life, and a num- 
ber of other health priorities. Those specific programs would be af- 
fected and we would not only not be able to pursue the expansions 
of, say, the malaria program into the DRC and Nigeria, where we 
think they can save tens of thousands of lives, but we would be cut- 
ting back on those types of efforts. 

Also, we have — we recognize that the consequences in our inter- 
national disaster assistance accounts, for example, would greatly 
limit our ability to lead international responses to crises from Haiti 
to Sudan to elsewhere around the world. 

So, they would have very significant and deleterious con- 
sequences to our national security. 

Senator Cardin. Thank you. 

Mr. Yohannes. 

Mr. Yohannes. Thank you very much, Mr. Chairman. 

We’ve been working with Indonesia, Zambia, and Cape Verde. 
And we’ve been working with them for the last 3 years. So, any 
cuts would have huge consequence, especially when you said “about 
30 percent.” And the biggest problem with a number of those coun- 
tries is, we want to have a huge investment to transform those 
countries from aid-dependency to self-sufficiency. So, that funding 
is going to be impaired. We’ll make a decision based on which in- 
vestment would yield the best return for the American taxpayers. 

And also, we have to scale down on some of the proposed 
projects, making sure that we only invest in those projects that 
would have the most impact in reducing poverty in our partner 
countries. We will be creative, and we’re going to try to com- 
plement our investment with private-sector investment, as we have 
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done in Jordan. We signed a compact in Jordan last year for $275 
million. The compact was complemented with funds from the pri- 
vate sector, worth approximately $85 million. 

So, we’re going to try to he creative. We’re going to try to find 
every way to make sure that our program is not impacted, even 
though we understand, you know, there are some huge ramifica- 
tions, in terms of not being able to get things done as we have 
hoped for. 

Senator Cardin. One of our more significant commitments is in 
Afghanistan. And I think this committee has been very supportive 
of the reduction of our combat costs in Afghanistan, recognizing 
that we need to build the country’s economic future, that that will 
be in our economic interest and in our security interest. But, as I 
said in my introductory remarks, there is an expectation that our 
participation in any country depends upon that country’s commit- 
ment to root out corruption and to have a transparent system and 
to deal with gender-equity issues. 

We’re on the verge of passing the 2011 budget; and in that budg- 
et, there is direct language requiring that you certify, Mr. Shah, 
that certain commitments have been made to adopt anticorruption 
policies, that there have been progress made in gender-equity 
issues. And it’s pretty specific in the language that’s included in 
that budget document that I expect will be approved later this 
week, maybe as early as tomorrow. 

What assurances can you give us that, in making that judgment, 
you will comply not just with the spirit, but the letter, of what 
we’re trying to accomplish here in making sure USAID promotes 
anticorruption and gender equity? 

Dr. Shah. Thank you. I would start by noting that, in the FY12 
budget, we propose, across State and AID, a $4 billion overseas 
contingency account that — in Iraq and Afghanistan — that essen- 
tially enables a $40 billion reduction in military spending. And 
that’s the kind of aggregate offset that we believe represents the 
large-scale fiscal stewardship that we want to pursue across all ac- 
counts. That also highlights the integral nature of our work in Af- 
ghanistan, in particular, where we are part of an integrated civil- 
ian and military plan. 

And we have taken a number of specific steps to address the 
point that you raised and to address the certification requirements. 
To begin with, we’ve reviewed our award mechanisms, and actually 
broken contract sizes down into smaller award mechanisms, and 
collapsed the number of layers of subcontractors, so we have more 
visibility and more vetting of specific individuals and of the sub- 
contract firms, themselves. 

Second, we have implemented a much more aggressive vetting 
system that allows us to track people we are potentially funding 
against a range of databases, including DOD and intelligence com- 
munity information. 

Third, we have put in place more aggressive financial controls 
that allow us to better manage the way assistance is working in 
Afghanistan. And part of making that real was increasing, by more 
than threefold, our basic staffing in Afghanistan, and especially 
outside of Kabul, so that we could be more in touch with the pro- 
grams, themselves. 
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And finally, we have dramatically improved specific project over- 
sight, where we now have, between our direct-hire staff and our 
foreign service nationals, far more contact with specific program 
managers and visits to the field to explore those activities. 

These all take place, of course, in a difficult security environ- 
ment. And I would just point out that, over the last 8 years, 
USAID and its partners have lost more than 300 people in pursuit 
of this mission in Afghanistan. And I want to take this moment to 
just thank our team out there for their tremendous service. 

Senator Cardin. And we share your thoughts on that. 

Let me just make an observation. We put a lot of certifications 
in appropriation bills here. And sometimes they’re viewed as giving 
you leverage to make progress. But, these are meant to be more 
than that. And we appreciate the progress that you’re making, but 
it’s a rare case where you do not certify. And I think it’s time, and 
I’m — Afghanistan, I hope everything works well. I hope all the 
funds can be allocated and the progress can be made as you have 
suggested. But, it seems to me that it’s incumbent upon you to 
carry out the letter of the appropriation bill and, where the cir- 
cumstances do not exist for the certification, that you be prepared 
to take action to block the funds, according to congressional intent. 

Dr. Shah. Sir, if I may respond to that. There are specific pro- 
grams, and one very significant and central effort, that we have not 
certified, and therefore, are effectively holding funds against. This 
is part of a larger dialogue that we have with our partners in Af- 
ghanistan. And I can assure you that we’re not just observing the 
letter or the spirit, we’re using this as an opportunity to take ac- 
tions to make sure we’re protecting taxpayer dollars. And we are 
in the process of doing that right now. 

Senator Cardin. Well, thank you. I say that as a friend of your 
agency, but one who’s going to be looking very carefully at the 
basis of your certifications, as it relates to fighting corruption and 
gender equity. 

With that. Senator Lugar. 

Senator Lugar. Administrator Shah, Congress has approved a 
significant new sum of $150 million, for the State Department and 
USAID to expend in the post-Mubarak Egypt. Let me ask, first of 
all. How are these funds being administered? Does the Egyptian 
Government presently have the capacity to absorb this $150 mil- 
lion? Finally, what impact are these funds having if any? How 
would you gauge the effect of the $150 million? 

Dr. Shah. Thank you. Senator. I would just start by pointing out 
that our approach to the program in Egypt is highly coordinated 
across the United States Government, and tied very specifically to 
our diplomatic strategy, which, as the President has identified, is 
about supporting an effective, peaceful, democratic transition. 

Second, the Secretary, upon her return from her trip, has offered 
a very specific direction around ensuring that we do everything we 
can to support the short-term transition, but also, keep our eye on 
the larger fiscal situation because the essential economic situation 
and fiscal situation, given current events, is particularly chal- 
lenging. 

In those contexts, these resources have been divided into specific 
categories. Some of the projects are supporting the democratic 
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training and support for basic effective election processes — and 
some of the support will be targeted to larger economic and fiscal 
assistance. And we’re currently in the process of designing that sec- 
ond part of the program. 

The things I would highlight are: We have moved very quickly 
to reprogram these resources, and target them against opportuni- 
ties. We are seeking to be, as we have been for decades, consult- 
ative with the Egyptian Government and with local civil society or- 
ganizations, in how the funds are spent. And the team has moved 
very quickly on certain components of this so that they’ve already 
engaged with hundreds of individuals and groups in order to be 
able to be efficient and responsive to the opportunity and the 
needs. 

Senator Lugar. Well, who is the government? The military es- 
tablishment? Just physically, who handles the money? 

Dr. Shah. There are different types of funds that we move. Some 
move directly to validated international organizations. Some can 
move directly to local civil society groups. And other parts of funds 
move through existing government-to-government agreements. The 
basic mechanisms for public administration of programs continues, 
as it has, unabated through the Minister of International Coopera- 
tion, with whom we had lunch earlier today. But, it is a process 
that we have worked on for years, and is one that allows for trans- 
parency in how resources are spent in the Economic Support Fund 
Program. 

Senator Lugar. Mr. Yohannes, looking at the MCC’s calculations 
for the amount of benefits each compact provides, it appears Con- 
gress is appropriating more money for four MCC compacts than 
those compacts provide in benefits. These four compacts are with 
Mali, Moldova, Namibia, and Vanuatu. Now, how do you explain 
this phenomenon? Why would the costs exceed the benefits of these 
compacts? Does this indicate something about the MCC’s criteria, 
forecasts, or accounting? 

Mr. Yohannes. Thank you very much. Senator. A couple of 
things. No. 1, our $8 billion investment is projected to generate 
about $1214 billion in additional income for our partner countries. 
Now, I believe. Senator, we’re talking about the benefits. In fact, 
there may be some misunderstanding, in terms of how it’s cal- 
culated. 

When we calculate the benefit, we used a standard, private sec- 
tor approach, which is, we take the net present value over the next 
20 years. And then, if you look at that for Mali, as one of the coun- 
tries where we are spending about $460 million, and the net 
present value benefits, in about 20 years, is about $457 million. 
But, if you discount the $460 million for Mali, for example, to a 20- 
year’s net NPV, then that amount is about $320 million. So, in 
terms of how we calculated. I’ll be more than happy to bring my 
economists and then work with your staff. 

Senator Lugar. Well, that would be helpful 

Mr. Yohannes. Thank you. 

Senator Lugar [continuing]. To get more clarification for those 
four countries, and for the whole process. 

Mr. Yohannes. But overall. Senator, they all expect that they 
will have very positive numbers. 
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Senator Lugar. Administrator Shah, the administration has re- 
quested $1.1 billion for the Feed the Future Program, and an addi- 
tional $308 million for the United States contribution to the World 
Bank Global Agriculture and Food Security Program trust fund. 
The administration has also asked for $1.69 billion in funding for 
the Food for Peace, Title II program. Now, let me ask, in this dif- 
ficult budget climate. How can you assure us that these programs 
are working together in a nonduplicative manner to accomplish our 
foreign policy goals? In other words, how do you sort out the mis- 
sions and the expenditures? 

Dr. Shah. Thank you, sir. The $1.69 billion for title II primarily 
funds emergency food security programs around the world. And 
that would include programs like Darfur feeding programs and in 
certain other countries where there are acute emergencies and 
where we need to respond to famine and acute hunger and starva- 
tion. The $1.1 billion plus the $308 million, that really makes up 
the agricultural development investments that support us to, over 
time, transition from what we believe is more costly and, over time, 
less efficient — that we don’t want to be providing food when we can 
help countries provide for themselves, and do that in an efficient 
manner. 

In terms of how we coordinate those components, they are fully 
coordinated. USAID sits on the board of the World Bank Fund. The 
value of that fund is the money we put into it gets leveraged mani- 
fold by other donors. And we are constantly working aggressively, 
with partners from Qatar and the U.K. and Spain and Canada, to 
make sure that every dollar we put in gets leveraged in that capac- 
ity. 

The $1.1 billion allows us to really scale up efforts in the coun- 
tries that have been carefully selected and have gone through a rig- 
orous now- 18-month process of changing their legal rules so that 
they can attract more foreign direct investment — in many cases, 
from U.S. companies, like PepsiCo — so that they can make greater 
investments in agriculture, themselves, and so that our resources 
can really target small-holder farmers, most of whom are women, 
who are very much a part of the solution, because, we know, as 
they earn more incomes and produce more food, the first thing that 
happens is, they improve the nutrition of their children and then 
send their kids to school and begin that pathway out of poverty and 
hunger. 

So, that’s how the program sticks together. And, country by coun- 
try, we have developed specific country investment plans that de- 
tail how our money will be spent, but also align our resources with 
funds from the World Bank, from other donors, and from the local 
government and the private sector. And it’s really the first time in 
decades that that kind of coordination has come together in the ag- 
riculture sector. And it gives us great hope that these programs 
will be highly effective, compared to their alternatives. 

Senator Lugar. Thank you very much. 

Thank you, Mr. Chairman. 

Senator Cardin. Senator Menendez. 

Senator Menendez. Thank you, Mr. Chairman. 

Thank you both for your service. 
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I want to follow up, on Senator Lugar’s comments about Egypt. 
Those of us who have supported aid to Egypt and to the Middle 
East know our support is not, in my mind at least, unconditional. 
I would like to support a country that is making strides in a sec- 
ular, more democratic direction — respecting the rights, for example, 
of Coptic Christians. And I agree that aid is an incredibly impor- 
tant tool of U.S. foreign diplomacy, but it also must elicit certain 
responses as part of that aid. I hope that we are doing that in the 
case of Egypt, especially as circumstances unfold there and hope 
you will give me a sense of some of that. 

Second, President Obama’s trip to Latin America shone a light 
on the region, one that I believe has been overshadowed by what 
are seemingly more pressing issues in other parts of the world. And 
I understand that. But, I believe this constant march, where we see 
aid to Latin America and the Caribbean move in a downward slope, 
is not in the national and security interests of the United States. 
What is occurring in Latin America and the Caribbean affects the 
American people and our debates in Congress more than those that 
are occurring in other parts of the world. 

I mean, if you talk about undocumented immigration, narcotic 
trafficking, organized crime and gangs in the hemisphere, new dis- 
eases that we had largely eradicated and are now resurfacing — 
they know no boundaries; if you talk about the creation of opportu- 
nities for U.S. products and services to be sold in markets in the 
hemisphere, whose rate of growth in some countries is a GDP we’d 
only desire to accomplish, then you see the natural interests of the 
United States. 

And so, I look at that reality, and then I look at where we’re 
going, in terms of foreign assistance based on what you said in a 
previous hearing, Mr. Administrator, that AID would be seeking to 
shift funding away from some regions to other areas of the world 
to maximize the effectiveness of AID dollars. But, we’re going in a 
direction that I think is not in our interest. 

Based on the FY12 budget that’s exactly where we’re headed, 
with foreign assistance requests for Latin America and the Carib- 
bean for FY12 approximately $1.89 billion, which is about 8 per- 
cent less than FYll requests, and 16 percent less than the FYIO 
base enacted appropriation. In the last decade, compared to other 
regions in the world, Latin America has dropped from 14 percent 
of the foreign assistance budget to just 10 percent, at a time when 
all these issues I talked about at the beginning are rising. 

So, explain to me, in light of what we are seeing in our own front 
yard, why this makes sense. And how are we going to stop this 
slide? What is the priority that you have at AID for Latin America, 
in the context of worldwide development activities? 

Dr. Shah. Thank you. Senator. I’ll start with the second point in 
question. We absolutely have a priority for Latin America. It’s 
based on a desire to see real results in specific areas. Funding for 
USAID-managed accounts for the Latin America region has stayed 
relatively stable. The FY12 request for USAID-managed accounts 
is about $1.29 billion, which is $23-$24 million less than FYll, but 
is also slightly higher, about $29 million higher, than the similar 
request for FYIO. And we, of course, made difficult tradeoffs to 
produce the budget, overall. And so, we’re certainly seeing that. 
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The ability to maintain the programs in Latin America, when we 
factor out many of the major initiatives, is even more strong, be- 
cause the initiatives do tend to skew toward sub-Saharan Africa, 
although we have managed to identify and make real specific, tar- 
geted, initiative-oriented investments in places like Guatemala and 
El Salvador. Guatemala has been designated both a Feed the Fu- 
ture country and a Global Health Initiative country. El Salvador is 
one of only four countries that are part of the President’s new Part- 
nership for Growth, where we are bringing together the entire 
interagency and, in a coordinated way, trying to explore expanding, 
significantly, growth and economic development partnerships with 
El Salvador. 

And we’ve specifically targeted increases in funding in both the 
Mexico ESF development assistance and health accounts and in the 
ESF funding for CARSI. And in CARSI, in particular, we have 
tried to be very goal-oriented in identifying, what are the specific 
security benchmarks, where are we seeing real progress in areas 
like local and community policing and programs that interface with 
high-risk youth, and our ability to bring local private-sector fund- 
ing into those programs to supplement U.S. taxpayer dollars. 

So, Mark Feierstein, who’s the Assistant Administrator in this 
area, has been focused on this, as have I, and we will continue to 
maintain this type of a results-oriented focus in Latin America pro- 
gramming. 

Senator Menendez. Do you expect to continue to see that, when 
you have challenges elsewhere in the world, it will be the Latin 
America and Caribbean accounts that suffer? 

Dr. Shah. I think — in the current budget environment, I don’t 
feel that I’m able to really say that anything is protected. We be- 
lieve this is an important investment. You’re absolutely right to 
point out that this is both our front yard and the investments we 
make have direct consequences for our border, the management of 
our border, migration flows, as well as our own ability to have via- 
ble, effective safe trading partners. 

Senator Menendez. I appreciate your recognition of that. The 
problem is that what AID has been doing over time is taking from 
the Latin America accounts whenever it faces a challenge. So, 
while I appreciate that nothing is protected, something that never 
seems to be protected is this. And so, I am concerned that this is 
the pot by which we ultimately go to. And that is not acceptable. 
That is not acceptable. 

Last, on a third matter, I look at Congress’s language, as it re- 
lates to the economic support funds for Cyprus, and find that they 
go to bicommunal projects aimed at reunification measures to re- 
duce tensions and promote peace and cooperation between the two 
communities in Cyprus. However, according to the list of projects 
published on the AID Cyprus Web site, it seems to me that almost 
all of the work is focused heavily on the Turkish Cypriot programs 
and not bicommunal in nature. 

So, can you explain how such projects fit within the definition 
that the Congress put forth of bicommunal projects meant to pro- 
mote cooperation and reconciliation on the island? And in light of 
congressional concern about the lack of transparency and advance 
consultation of these funds, can you speak about the existing 
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bicommunal programs which follow the intent of the law and are 
focused on promoting cooperation, which is the purpose of these 
moneys, in the first place, between Greek and Turkish Cypriots? 

Dr. Shah. Thank you. Senator. We believe our programs do fol- 
low the spirit and the letter of the congressional guidance. I would 
note that we have supported, in FYIO, over 140 civil society organi- 
zations in their efforts to build trust and understanding between 
communities. There are a number of different projects and pro- 
grams that they pursue to do that in a myriad of different ways. 
But, in total, they have hosted 400 events in which 17,000 people 
from both communities have, in fact, participated. 

So we have also seen, and track, media responsiveness to that, 
and, frankly, believe there have been hundreds of positive stories 
in the international press and more than 1,000 in the local press, 
that really do achieve that goal. 

Senator Menendez. My time is running out, so I will follow up 
with further questions, in writing. 

The reality is that a lot of this is about tourism on the northern 
side, and attracting people from other parts of the world there. It 
isn’t about bicommunal efforts. I don’t know how you get to 
bicommunal efforts if you don’t have conversations and engage the 
Cypriot Government, certainly on the Greek side, as part it. 

So, I’m concerned with your statement that, “Yes, we follow con- 
gressional intent,” because I really feel that is a lot lacking here. 

So, I hope to follow up with you on Latin America, and again, 
I appreciate your engagement. 

Thank you, Mr. Chairman. 

Senator Cardin. Well, thank you. Senator Menendez. 

Let me just follow up, just very briefly, on Senator Menendez’s 
point. We understand that there’s going to be some very difficult 
decisions that may have to be made during this appropriation proc- 
ess. Many of us would like to see your budgets more robust. I think 
that’s going to be extremely difficult during these times. But, I 
would just urge you to work vei^ closely with this committee and 
the subcommittees of geographical interest, as well as the sub- 
committee that has general jurisdiction over your programs, and 
with the appropriators, because I think you’re going to find the 
point that Senator Menendez made about the regional equity issues 
here are going to be of great interest to the Members of Congress. 
And I understand the priorities that you are trying to move for- 
ward. We can always do that when we have a growing budget. 
When we don’t have a growing budget, it’s a little bit more difficult 
to make those judgments. And I would just urge you to work very 
closely with our committees as those decisions are being made. 

We want to work with you. And we want to have harmony as we 
go through this. But, if we just find out that a — some aid that we 
thought was going to be coming in a particular region, all of a sud- 
den is cut back, where other regions seem to be doing better or 
other programs seem to be held harmless, that may cause some 
problems as we go forward. 

So, please work very closely with Senator Menendez, as it relates 
to our hemisphere. And we — I’m sure that there are other sub- 
committees here that are going to have equal interest in what is 
happening in their geographical area. 



26 


Senator Lugar. 

Senator Lugar. I have no more questions. 

Senator Cardin. Senator Menendez. 

Senator Menendez. No. 

Senator Cardin. Let me thank, again, both of you very much for 
your testimony. 

Senator Webb has asked that I mention that he was unavoidably 
unable to attend. But, he has submitted a statement for the record 
which will be made part of the record. 

The record will remain open for 3 days. 

And we thank you all very much for your participation. 

[Whereupon, at 2:56 p.m., the hearing was adjourned.] 


Additional Material Submitted for the Record 

Prepared Statement of Hon. Jim Webb, U.S. Senator From Virginia 

I am presently chairing a personnel subcommittee hearing in the Senate Armed 
Services Committee, and unfortunately cannot participate in this hearing today. I 
would like to commend Senator Cardin for chairing this important oversight hearing 
on our foreign assistance programs and priorities. 

As the authorizing committee for foreign assistance, the Foreign Relations Com- 
mittee bears special responsibility for examining the direction, policy, and levels of 
funding for overseas aid. This aid plays a critical role in our diplomacy, and no- 
where is this more important than in East and Southeast Asia. 

This region — with 45 percent of the world’s population — is the only place in the 
world where the direct interests of the United States, China, Russia, and Japan 
directly intersect. Despite the administration’s stated attempt to engage Asia, the 
FY 2012 budget fails to provide the diplomatic funding and foreign assistance 
needed to rebalance our long-term and short-term strategic priorities. Of all the re- 
gions in the world except Europe, the East Asia region has the lowest budget for 
foreign assistance. 

I look forward to working with the committee to redress this problem and increase 
the committee’s oversight of U.S. foreign assistance. 


Responses of Administrator Rajiv Shah to Questions Submitted by 
Senator Richard G. Lugar 

FEED THE FUTURE 

Question #1. In response to my question at today’s hearing regarding the Feed the 
Future Initiative, you stated that while both the Feed the Future and the Food for 
Peace Title II programs may operate in some of the same countries, because they 
focus on different hunger and food issues, there is no duplication between them. In 
addition to these two food security programs, the United States also contributes to 
the World Bank Global Agriculture and Food Security Program (GAFSP) Trust 
Fund, and the administration has requested $1.69 billion for it in FY12. I note that 
using FYIO data, all three of these programs are being funded in Bangladesh and 
Haiti. I would also note that several other programs and accounts, including the 
McGovern-Dole International Food for Education and Child Nutrition program. 
Migration and Refugee Assistance, and International Disaster Assistance, also ad- 
dress issues of food security. 

• Please describe in more detail exactly how each program works in these coun- 
tries to address food security, where there is duplication and how they may 
complement each other. 

Answer. The United States will continue to provide food aid during times of crisis, 
but a lasting solution to hunger requires a long-term commitment to agricultural 
growth. Agricultural growth fosters economic growth, reduces poverty, improves 
health, and is necessary to meet the needs of a growing world population in the face 
of climate change and other environmental challenges. The U.S. Government’s Feed 
the Future (FTF) Initiative addresses the root causes of hunger that limit the poten- 
tial of millions of people, using a combination of bilateral programs and multilateral 
mechanisms. Feed the Future promotes sustainable growth in the agriculture sector. 
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facilitates local and regional trade, and invests in game-changing innovations and 
technologies to support productivity and income increases, so that countries are bet- 
ter able to combat hunger, feed their people, and contribute to stable global food 
supplies. Other agricultural programs, such as Title II Food for Peace, and the 
GAFSP trust fund, employ approaches that are complementary to FTF, thereby in- 
creasing the impact of USG investments in food security. 

One of the key principles of FTF is to support country-led agriculture and food 
security efforts, including the development of country-owned food security strategies 
and investment plans, with participation from U.S. food assistance implementing 
partners and their local counterparts. Through these country-led strategies, FTF col- 
laborates with other U.S. agricultural programs, such as Food for Peace, to ensure 
efficiency and the greatest impact at the country level. During FTF strategy devel- 
opment, USG country teams analyze current country-specific food assistance pro- 
grams in the design of their FTF strategy, targeting regional interventions that are 
complementary to these programs. 

In both Haiti and Bangladesh, USG-provided food assistance plays a critical role 
in supporting vulnerable populations through short-term humanitarian assistance 
as well as support to safety net mechanisms. In Haiti, the food assistance programs 
are complementary to FTF interventions as they support earthquake-affected popu- 
lations and other vulnerable groups outside of the FTF growth corridors. In Ban- 
gladesh, the food assistance programs provide a solid basis for the FTF strategy and 
support safety net interventions for the most vulnerable groups. Given the mag- 
nitude of poverty and hunger in both countries, USG resources are not sufficient to 
fully solve these problems; however, our complementary programs combined will 
make great strides in reducing poverty and malnutrition. 

In addition, the administration’s FY 2012 budget requests $109 million in FTF 
economic resilience programs. Targeted toward vulnerable but viable rural commu- 
nities, in areas with high concentrations of chronic hunger, these programs will 
bridge humanitarian and development objectives through expanded support for pro- 
ductive rural safety nets, livelihood diversification, microfinance and savings, and 
other programs that reduce the vulnerability to short-term production, income, and 
market disruptions. Specifically, this request will directly fund community develop- 
ment activities in lieu of monetization of food aid for these programs; expand the 
proportion of Title II Food for Peace resources available for emergency humani- 
tarian needs; leverage the potential of the World Food Program’s local and regional 
procurement of food assistance to strengthen local markets and increase small 
holder access to them; and pilot innovative, scalable mechanisms to reduce house- 
holds’ vulnerability to economic and climatic shocks. 

The Feed the Future Initiative also works to increase donor funding for agri- 
culture-led growth. In line with the objectives of the administration’s food security 
initiative, the USG supported the creation of the GAFSP trust fund which pools 
donor funds to provide an additional, unified source of financing to support sustain- 
able food security strategies for those developing countries that demonstrate their 
commitment to addressing the food security needs of their population. The U.S. con- 
tributions to the GAFSP are leveraged by significant contributions from other do- 
nors. The trust fund is eligible to make investments in five areas that are central 
to food security: (1) improving agricultural productivity; (2) linking farmers to mar- 
kets; (3) reducing risk and vulnerability; (4) improving nonfarm rural livelihoods; 
and (5) supporting capacity-building and technical assistance needs. In Haiti, the 
trust fund awarded $35 million for agricultural productivity growth through adop- 
tion of high-yielding technologies and research and extension. Bangladesh received 
$50 million for agricultural productivity growth through technology generation and 
adoption and water management. 

Question #2. Is it the administration’s intention to seek legislative authorization 
for the Feed the Future Initiative? 

Answer. At this time, the FY12 budget request does not include legislative author- 
ization for the Feed the Future Initiative. 

GLOBAL HEALTH 

Question #3. I recently released a Senate Foreign Relations Committee Minority 
Staff Report on transparency and the Global Fund to Fight HIV/AIDS, Malaria, and 
Tuberculosis. The report is critical of the United Nations Development Program’s 
(UNDP) refusal to make public its audit reports. My staff has recommended the 
withholding of funds to the UNDP until its internal policies are changed to allow 
for greater transparency and accountability. 

• What are your views on this recommendation? 
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Answer. We appreciate the SFRC Minority Staff Report, and the administration 
strongly supports reform of the Global Fund to ensure funds reach people in need 
and increase the impact of the Global Fund in saving and improving lives affected 
by HIV, TB, and Malaria. 

The administration has been playing a leading role in driving Global Fund re- 
forms: In October 2010, Ambassador Goosby issued a call to action for Global Fund 
reform; the USG played an instrumental role in creating an independent panel to 
review the Fund’s fiduciary controls and; we are working intensively with the Board 
to enact comprehensive reforms to improve the Fund’s performance. 

The report recommends withholding all funding to the U.N. Development Pro- 
gram and U.S. contributions from the Global Fund to UNDP until it certifies that 
its internal rules and procedures have been sufficiently modified to allow “any 
investigate [ive] arm of any multilateral organization to which the United States con- 
tributes FULL access to their audits, investigations, records and personnel.” We 
strongly support coordinated action by the Global Fund OIG and UNDP in pre- 
venting, identifying, and aggressively addressing instances of fraud and corruption 
and strongly support granting the Global Fund access to UNDP Office of Audit and 
Investigation (OAI) reports on Global Fund grants. We understand the UNDP Exec- 
utive Board will address this issue at its next meeting in June. 

We are working closely with the Global Fund and UNDP to urge them to address 
these issues immediately. But we are not proposing to withhold resources to the 
Global Fund and UNDP, as recommended by the report. Our goal is to strengthen 
the Global Fund’s operations and oversight systems, while maintaining life-saving 
services for people affected by the three diseases. 

Question #4. The staff report also references a recently released study by the 
United Kingdom Department for International Development evaluating the effec- 
tiveness of 43 international funds to which Great Britain contributes for value for 
the investment and effectiveness in combating poverty. The report recommends that 
the United States conduct a similar exercise. 

• As our U.S. commitments are being evaluated, do you believe that the United 
States should conduct a similar exercise to laetter evaluate contributions to 
international funds and organizations? 

Answer. A broad and standardized review of agency performance, such as the re- 
view by the United Kingdom, is a worthwhile approach that merits thorough and 
thoughtful consideration. The Obama administration has made accountability for re- 
sults central to our global development policy and indeed to our wider national secu- 
rity strategy. Especially in this budget environment, we couldn’t agree more that 
international funds and organizations need to demonstrate results. 

The United States has consistently pushed for concrete improvements in effi- 
ciency, effectiveness, and accountability in international organizations and we are 
currently working to implement results-based management at the U.N. and other 
agencies. As a routine matter, U.S. funding to multilateral agencies is subject to 
review as part of any funding agreement, and, of course, we exercise oversight of 
assessed contributions through a range of governance and accountability mecha- 
nisms, depending on the agency. 

Previously, the United States established the U.N. Transparency and Account- 
ability Initiative (UNTAI) to verify that concrete improvements in management and 
accountability are being made within the U.N. system. The Department of State is 
currently reviewing the successful UNTAI initiative and considering improving its 
usefulness and relevance with a follow-on effort. Nevertheless, taking a broader 
more standardized approach does merit additional consideration. 

MULTILATERAL VS. BILATERAL AID 

Question #5. Should we be focusing more on bilateral assistance vs. multilateral 
programs or vice versa? 

Answer. Each one has its value and usefulness, and we need both bilateral and 
multilateral aid programs to achieve U.S. foreign policy and development objectives. 
The key is for a balanced approach, combining bilateral initiatives and multilateral 
programs to maximize their impact. Bilateral programs give us greater control over 
the design and delivery of aid to a specific country. Multilateral aid programs have 
some unique advantages: they can help generate international support and leverage 
donor financial resources for particular causes or issues. Multilateral programs can 
also help us reach places where we do not conduct bilateral programs or we do not 
have sufficient expertise or resources to meet the needs. For example, the U.N. 
played an important role in administering a multidonor trust fund for Iraq recon- 
struction and made valuable contributions helping Afghanistan build elections proc- 
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esses. Our participation in multilateral forums also provides us the opportunity and 
platform to help set the development agenda for the broader international commu- 
nity and to drive reform, transparency, and accountability in these bodies. 

GLOBAL HEALTH 

Question #6. In June, the Global Alliance for Vaccines and Immunizations (GAVI) 
will hold their first-ever pledging conference. The United States has played a huge 
role in the creation of GAVI. As a strong supporter of vaccines, I have closely fol- 
lowed the rollout of the pneumococcal vaccine. 

• Should the United States make a multiyear pledge to GAVI; and if so, how 
much should the United States commit? 

Answer. USAID is a staunch partner of GAVI. We strongly believe that immuni- 
zation, and GAVI which supports global immunization, are amongst the highest im- 
pact and most cost-effective uses of U.S. Government investments in global health. 
Vaccines have the power to transform our global health efforts. By expanding the 
coverage of existing vaccines and introducing new immunizations, we can save the 
lives of 4 million children over the next 5 years. And future potential vaccines 
against malaria, TB, and HIV/AIDS will allow us to break the backs of these deadly 
diseases and save the lives of millions more. 

USAID has played a lead role in GAVI’s creation and in its first successful 10 
years. In addition to the $667 million in USAID funding to GAVI between FY 2001 
and FY 2010, we play a critical leadership role on the GAVI Board of Directors and 
the GAVI Executive Committee. USAID also provides technical assistance to coun- 
tries to strengthen national immunization programs so they can introduce and rap- 
idly scale up access to the new vaccines that GAVI funds. 

We appreciate and share your interest in addressing GAVI’s funding gap. 
USAID’s FY 2011 request for GAVI was $90 million. The President’s FY 2012 
budget includes a request for GAVI of $115 million. We look forward to discussing 
future commitments to GAVI with the Congress prior to the pledging conference in 
June. 


PAKISTAN 

Question #7. It is my understanding that significant child and maternal health 
funds in Pakistan have been allocated, but not fully committed. 

• Does USAID have the authority to reprogram those funds to be dedicated to 
polio eradication efforts in Pakistan? Is this matter under consideration? 

Answer. USAID/Pakistan in FYIO programmed an additional $1.5 million of MCH 
funding toward polio eradication. This was a $1.5 million increase from previous 
years. This higher level of funding is planned for FYll. Other MCH funds have 
been committed to other, equally essential programs. 

GLOBAL HEALTH 

Question #8. With USAID being the lead agency on the administration’s Global 
Health Initiative, how does it work that the bulk of the funding comes through the 
global HIV/AIDS under the jurisdiction of the State Department? 

Answer. With passage of the Tom Lantos and Henry J. Hyde United States Global 
Leadership Against HIV/AIDS, Tuberculosis, and Malaria Reauthorization Act of 
2008 (Pub. Law 110-293), the U.S. Global AIDS Coordinator in the State Depart- 
ment was granted specific budgetary jurisdiction over all USG funding for inter- 
national HIV/AIDS programs. Under this authority, funding for USAID’s PEPFAR 
activities is provided through the State Department under the Lantos-Hyde Act. 
The Lantos-Hyde Act began in FY 2009 and continues through FY 2013. USAID 
does not believe that this funding structure, which has been in place since FY 2009, 
will constraint USAID’s role as the lead agency under the Global Health Initiative 

(GHI). 


ENTERPRISE FUNDS 

Question #9. When communism was crumbling in Eastern Europe, an innovative 
new concept of development, the Enterprise Fund, was brought forward through the 
Support for East European Democracy Act and later the Freedom Support Act. 
These Enterprise Funds were private equity funds which received grants from the 
U.S. Government. The funds were managed under the direction of distinguished 
Boards of Directors, serving pro bono, tasked with investing and creating businesses 
to aid in the transition from command to market economies. USAID monitored their 
activity, and for the most part, these Funds were very successful. For example, in 
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Albania, one of the poorest and most underdeveloped countries in Europe, the 
Enterprise Fund invested in a Western-style bank which became the financial nerve 
center of the entire country, providing credit cards, loans, and other financial prod- 
ucts that Albanians had not experienced before. The bank was eventually sold to 
an international financial institution for over $150 million. 

• Given these facts, and the obvious need for the goals of our international devel- 
opment efforts to evolve, how do you view the Enterprise Fund concept? Do you 
see a role for Enterprise Funds in our country’s development strategy going 
forward? 

Answer. An Enterprise Fund is one of a broad spectrum of USG and USAID as- 
sistance mechanisms that have been utilized to assist the former Soviet-bloc coun- 
tries to successfully navigate the transition into free market economies. Between 
1990 and 1995, USAID provided $1.2 billion in funding to finance 10 Enterprise 
Funds covering 18 countries in the Europe and Eurasia region to assist in these 
transformations. The investment has leveraged total investments of nearly $9 bil- 
lion in the region. Further, the use of liquidation proceeds from the investments of 
the Funds has resulted in the creation to date of nine legacy foundations with over 
$1 billion in assets, and the Funds are on-track to return over $430 million to the 
American taxpayers. The 10th Fund is also expected to generate sufficient returns. 

The Enterprise Funds themselves, while making significant developmental and 
financial contributions, would likely not have been as successful, without parallel 
assistance from USAID and other donors to simultaneously provide a wide range 
of necessary technical assistance, training and capacity-building, macroeconomic pol- 
icy and regulatory reform, development of existing rule of law and judicial reform, 
and assistance to host nations to develop and implement policies and practices to 
create functioning democracies and free market economies out of the former cen- 
trally planned Communist system. 

The Enterprise Funds were created as public/private partnerships wherein experi- 
enced private sector Boards of Directors provided oversight on a pro bono basis and 
hired full-time day-to-day investment managers to make investments which would 
promote private sector development and policies conducive to private sector develop- 
ment. 

The Enterprise Funds invested directly in thousands of private sector businesses 
throughout the Europe and Eurasia region. Further, the Enterprise Funds collec- 
tively have created over 30 successful private sector financial institutions in the 
region. 

These Enterprise Funds have played an important role in the promotion of free 
market economies, development of private sector businesses and financial markets, 
and have contributed significantly to the advancement of the USG’s foreign policy 
objectives. 

As with any such intervention and transformation, the model has continued to 
evolve over the 20 years in which these Funds have operated. Many lessons have 
been learned, which should be carefully reviewed during the consideration of cre- 
ating any future investment funds in other countries. 

Not all Enterprise Funds were equally successful and even the successful Funds, 
as might be expected in a transition economy, made progress unevenly. 

When the Enterprise Funds were established, the circumstances in the Europe 
and Eurasia Region were well suited to the Enterprise Fund approach. There was 
a serious shortage, almost a complete absence of investment capital for the private 
sector in the region, capital markets and private financial institutions were almost 
nonexistent, and institutions to provide financial regulatory oversight and enforce- 
ment were underdeveloped or nonexistent. In considering the establishment of fu- 
ture Enterprise Funds for countries in other parts of the developing world, the deci- 
sion should not be based solely on the experience of Enterprise Funds in the Europe 
and Eurasia Region. The specific circumstances of each country should be carefully 
studied to ascertain if there is, in fact, a shortage of private sector capital and if 
so, what types of capital and/or additional financial sector institutions, training, 
technical assistance or other forms of assistance are needed, and whether the cir- 
cumstances are conducive to the operation of an Enterprise Fund or a similar pri- 
vate equity investment entity. 

It’s important to recognize that Enterprise Funds are only one of the possible 
structures that USAID has utilized to provide increased access to capital and invest- 
ment expertise and there are other alternatives which should also be considered, de- 
pending on the existing circumstances in each country or region. 
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INTERNATIONAL DEVELOPMENT POLICY PRIORITIES IN THE FY 2011 BUDGET 

Question #10. USAID’s FY12 budget request includes $322 million in core funding 
through several programs including Development Assistance, USAID Forward, Feed 
the Future, and the Global Health Initiative, for Science, Technology, and Innova- 
tion. Science, Technology and Innovation are longstanding strengths of the United 
States in the global economy and have the potential for a win-win situation for U.S. 
economic growth and for assisting developing countries. The proposal is an innova- 
tive one with its inclusion of other federal science agencies, the private sector, and 
philanthropic organizations. 

• How do you plan to engage the private sector in this effort? How can these 
ideas move forward in a constrained fiscal climate with no new funding? 

Answer. USAID understands the importance of achieving development outcomes 
more cost-effectively. This is why cost efficiency, scale, and leverage are at the heart 
of our innovation efforts which focus on identifying, testing, and scaling solutions — 
including those based on science and technology — with the potential to significantly 
improve USAID’s ability to address development challenges more effectively, more 
cost-effectively, and sustainably. Working with the private sector and leveraging the 
resources and capabilities of partners in the private-sector, the nonprofit sector, and 
other governments is a critical component of this effort. However, we do not believe 
that our science, technology, and innovation efforts will be successful if they rely 
solely on private sector support. This is why USAID is requesting funding to sup- 
port the development of initiatives such as Grand Challenges, Development Innova- 
tion Ventures (DIV), and mobile banking, which we believe have the potential to 
produce cost-saving breakthroughs in development. 

USAID is actively engaging the private sector and other potential partners 
through a variety of outreach mechanisms, including roundtables, speeches, and 
conferences. Public-private partnerships, such as Global Development Alliances 
which have an average leverage ratio of over 4:1, are a key component of our efforts 
to achieve development outcomes, and the majority of the first round of DIV grants 
leveraged contributions from partners. USAID is also committed to working more 
closely with the private sector, entrepreneurs, and innovators outside government 
to help identify, source, and develop potential development solutions rather than 
viewing them purely as implementers or donors. 

BUDGET CUTS IN FOREIGN ASSISTANCE FUNDING 

Question #11. I note that the President’s budget request cuts development assist- 
ance in at least 20 countries by more than half, including 11 countries where all 
bilateral Development Assistance has been eliminated. It also terminates USAID 
missions in three countries. 

• Have these countries graduated from U.S. assistance? 

Answer. Given the budget restraints facing the entire country, USAID will focus 
and concentrate its efforts to have the greatest development impact with the re- 
sources available. The reductions outlined in the question target countries with rap- 
idly expanding economies or those who should be graduating from assistance, as 
well as those exhibiting a weak commitment to good governance. Through USAID’s 
Country Development Cooperation Strategy and other planning processes, we are 
working closely with our host country partners and other donors to concentrate our 
efforts in fewer countries and focusing our efforts within countries. While we are 
continuing health and other targeted funding to some of these countries, we are 
aiming more broadly to change the nature of our relationship in these and other 
countries from assistance provider to development partner, working with nonassist- 
ance tools to further development cooperation. 

Question #12. Are these mission closures already proceeding? What savings are 
they generating? 

Answer. The missions scheduled to close in FY 2012 are currently making the 
preparations necessary to undertake the closure. There will be significant savings 
in Development Assistance and Assistance for Europe, Eurasia and Central Asia 
from the closures of these missions in FY 2012 ($16.6 million below FY 2010, an 
84 percent decrease). Since the proposed mission closings and position restructuring 
will not occur until the end of FY 2012, the budget request for Operating Expenses 
does not reflect any savings for these actions. Savings would begin to be realized 
in FY 2013. 

Question #13. How does the 50-percent cut in aid to a strategic partner like 
Djibouti — home to our CJTF-HOA — reflect the strategic interest in sustaining that 
footprint in this volatile region? 
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Answer. Djibouti is an important strategic partner in supporting stability and 
combating terrorism in the Horn of Africa. The reduction of Development Assistance 
funding in FY 2012 is part of a focused effort concentrating on improving border 
and maritime security and providing food aid, basic health services, and education 
and job training opportunities. While Development assistance will be significantly 
reduced, other assistance will remain level or increase including: 

• Foreign Military Financing, which will remain steady, will work to modernize 
and maintain equipment for law enforcement and border protection profes- 
sionals, including procuring communications equipment. 

• International Military Education and Training, which will increase 6.1 percent, 
will provide training to military personnel to continue professionalization of the 
Djiboutian military and improve their ability to monitor Djibouti’s land and 
maritime borders. 

• International Narcotics Control and Law Enforcement, which will begin a pro- 
gram for training and equipment to enhance the professionalism and capacity 
of the national police, particularly in forensics and border security. 

• PEPFAR, which will provide increased funding focused on addressing HIV/AIDS 
in the Djibouti-Ethiopia transport corridor. 

USAID FORWARD-MONITORING AND EVALUATION 

Question #14. An important component of foreign assistance legislation introduced 
in the last Congress, as well as in the Quadrennial Diplomacy and Development 
Review (QDDR) and the administration’s budget request, is effective monitoring and 
evaluation of foreign assistance programs. 

• What is the status of your agency’s work in establishing a rigorous system to 
evaluate our foreign assistance investments? 

Answer. On January 19, 2011, USAID released a new evaluation policy. USAID’s 
Evaluation Policy states two primary purposes: accountability to stakeholders and 
learning to improve effectiveness. The renewed focus on evaluation led to an evalua- 
tion policy that establishes higher standards for evaluation practice across USAID. 

All large projects (defined as a project that equals or exceeds in dollar value the 
mean project size for that office or field mission) will be subject to evaluation. This 
is intended to ensure that the majority of resources under management will be sub- 
ject to evaluation. Additionally, all pilot projects must, if feasible, undergo a rig- 
orous impact and/or performance evaluation. 

The evaluation policy establishes firm protocols and procedures for ensuring that 
all USAID evaluations will be transparently conducted, unbiased, integrated into 
project design, relevant for decisionmaking, methodologically sound, and oriented to- 
ward reinforcing local capacity. 

USAID began implementing the evaluation policy earlier this year. To provide 
USAID staff with the tools and technical expertise necessary to make this policy a 
reality, USAID is offering a suite of new evaluation courses and training modules 
to project managers and program officers throughout the Agency. Between January 
and April, more than 100 trainees completed the courses. 

In addition to committing to training staff, overseas missions are required to cre- 
ate multiyear evaluation plans that are coordinated with the program and project 
design, implementation and contracting cycles. To promote full transparency and 
disclosure of evaluation findings, USAID is creating an evaluation registry, which 
will be publicly accessible, and evaluation findings will be available on the USAID 
Web site. 

Question# 15. Do you plan to outsource any of these evaluations? 

Answer. To ensure that evaluations are conducted in an unbiased manner, 
USAID’s evaluation policy stipulates that most evaluations will be conducted by ex- 
ternal third-party evaluators who are not directly involved in project implementa- 
tion. To promote unbiased evaluation work at USAID missions, these evaluations 
will be managed by the USAID Program Office (which has multiple responsibilities 
but does not generally manage projects directly) rather than the offices that manage 
the projects. 

USAID expects that the majority of these evaluations will be conducted by exter- 
nally contracted organizations that have specialized expertise in evaluation. Recog- 
nizing, however, that USAID simultaneously needs to build in-house evaluation 
capacity, the Agency is training its staff in evaluation design, methods, and manage- 
ment. USAID staff and/or implementing partners will conduct evaluations when this 
serves the evaluation purpose, is cost-effective and does not compromise objectivity. 
However, it is anticipated that all evaluation teams will be led by an external 
expert. 
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Question #16. Will the system also include the ability of your staff to recommend 
the elimination of ineffective programs? 

Answer. USAID’s Operating Units will use evaluation findings to inform budget 
requests, which includes focusing resources on better performing programs and 
away from those that have a smaller probability of success. 

There are two important caveats. First, programs may be ineffective for a number 
of reasons. For example, an ineffective or underfunded program that was based on 
faulty assumptions and was not yielding good results in a cost-effective manner 
might be eliminated. But in some cases, redesigning and/or fully funding might be 
the most effective and efficient approach to address that development problem in 
a timely way. 

Second, USAID has deliberately chosen to promote evaluation as a tool for agency- 
wide learning and accountability. Building a culture of learning requires an environ- 
ment that is willing to innovate and that acknowledges development as a process 
of continual learning. USAID does not intend to promote evaluation solely as a 
means by which to justify the elimination of ineffective programs. From past experi- 
ence, the excesses of such an “audit culture” actively warps organizational incen- 
tives, and it can prevent the Agency from making evidence-based budgeting and pro- 
gramming decisions. 


SUSTAINABLE GROWTH 

Question #17. Over the past 50 years, our notion of international development has 
evolved as problems in the world have evolved; while we still focus on providing 
clean water, disease prevention, and educational opportunities, we have also come 
to be faced with the challenge of spurring sustainable economic development as a 
means of allowing countries and regions to solve their own more basic humanitarian 
problems. It is clear that the same approach to eradicating polio or fighting cholera 
will not work when it is applied to creating sustainable economic development. So 
a question for development agencies is how to adjust to the new reality of what 
development should be. 

• How are USAID and the MCC seeking to further sustainable economic growth? 

Answer. USAID supports sustainable economic growth through diverse efforts to 

improve the environment for enterprise growth and competitiveness; strengthen eco- 
nomic policy and governance; create sound, well-governed financial systems; support 
business enabling environments; support microfinance programs and business serv- 
ices for micro and small enterprises; and build trade capacity. Other sectors where 
USAID works to promote economic growth include: agricultural development; infra- 
structure improvement, including the upgrading of energy, telecommunications and 
water and sanitation services; workforce development; education; the environment; 
and health. 

At the same time, USAID and MCC are working in parallel on many different 
fronts to wean countries off U.S. assistance and ensure the sustainability of develop- 
ment efforts by working through efficient local governments, thriving civil societies, 
and a vibrant private sector. In particular, USAID and MCC are collaborating in 
the whole-of-government “Partnership for Growth” efforts in El Salvador, Ghana, 
Tanzania, and the Philippines to increase investment, strengthen prodevelopment 
policies, and leverage new capital flows in those countries. 

USAID and MCC are also working together to identify private sector investments 
that can sustain and enhance the investments of both agencies in MCC compact 
countries. We are pursuing private sector engagement to bolster the sustainability 
of the developing MCC compacts with Zambia and Indonesia, and to complement 
the recently signed compact with Malawi. Finally, USAID is implementing threshold 
programs for MCC that target reforms in key areas — such as anticorruption and 
rule of law — that can inhibit economic growth. 

AFGHANISTAN 

Question #18. The new authorities and significant new resources provided the 
Department of Defense recently created a new Afghanistan Infrastructure Fund 
(AIF) and a Task Force for Business Stabilization (TFBS). 

• What role does USAID have in the conduct and implementation of funds associ- 
ated with the Afghanistan Infrastructure Fund (AIF)? 

Answer. The dual key nature of the Afghanistan Infrastructure Fund requires a 
joint formulation of the project list proposed to be funded from the AIF. In the field, 
two working groups are involved in the formulation and selection of the proposed 
projects: the Infrastructure Working Group (IWG) and the Executive Working Group 
(EWG). 
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The IWG, an interagency group cochaired by USAID and the USFOR-A Joint 
Engineering- Joint Programs Integration Office, meets on a regular basis to discuss 
infrastructure project coordination and planning. The IWG, keeping in mind the 
broader infrastructure strategy and implementation limitations (including schedules 
and resources), defined the requirements for the 2012 AIF project nomination proc- 
ess. The IWG then vets projects proposed for funding under the AIF and develops 
the prioritized list of projects for nomination to Department of State, USAID, and 
Department of Defense (DOD) leadership. This process also includes a discussion of 
timelines and resource levels necessary for each proposed project as well as which 
agency — USAID or DOD — is best placed to implement the project. The projects are 
often complemented by ESF-funded activities; e.g., the completion of Kajaki Dam 
Hydropower Plant complementing the proposed AIF-funded transmission lines from 
Kajaki Dam to Kandahar City. 

The IWG presents the prioritized project list to the EWG, which is composed of 
senior leadership from the interagency group in Kabul, including the USAID Deputy 
Mission Director. After review by the EWG, the proposed project list is submitted 
to Ambassador Eikenberry and General Petraeus prior to being sent to Washington 
for approval by the Secretaries of Defense and State before it goes to Congress. 

Question #19. What role does USAID have in the conduct and implementation of 
funds associated with the Task Force for Business Stability Operations (TFBSO)? 

Answer. Although it depends on the sector in question, usually USAID has no role 
in “the conduct or the implementation of funds associated with the any projects or 
other activities undertaken by the Task Force for Business Stability Operations 
(TFBSO).” Over the past several months, USAID/Kabul through its Office of Infra- 
structure, Engineering, and Energy and TFBSO have discussed proposed USAID 
and TFBSO support for the development of the Sheberghan Gas Field in order to 
coordinate which entity is best placed to support key infrastructure components that 
will facilitate the construction of a powerplant by the private sector. 

Pursuant to Section 1535 of the FY 2011 National Defense Act Authorization, the 
Secretary of Defense, the Administrator of USAID and the Secretary of State “shall 
jointly develop a plan to transition the activities of the [TFBSO] in Afghanistan to 
the Department of State.” Initial discussions have begun on ways in which State, 
Defense, and USAID could collaborate to prepare this transition plan. In relation 
to the transition, USAID/Kabul and TFBSO have continued their dialogue on how 
TFBSO-supported components at Sheberghan could possibly transition to USAID. 

Question #20. What oversight role does USAID maintain for these programs? Who 
has the oversight function for these infrastructure and business development 
programs? 

Answer. State and USAID work jointly with DOD to develop and finalize AIF 
projects as well as determine which agency is the most appropriate implementer of 
the proposed project. Following receipt of the funds, each implementer, USAID or 
DOD, will follow its authorities, regulations, practices and procedures to implement 
its approved projects, including with respect to oversight, such as USAID’s require- 
ment for independent quality assurance and control for all infrastructure projects. 
USAID will not have oversight over USACE-implemented projects nor will DOD 
have oversight of USAID-implemented projects. In accordance with Section 1217(i) 
of the FY 2011 National Defense Authorization Act (NDAA), the Secretary of 
Defense, in coordination with the Secretary of State, will submit a report to the 
appropriate congressional committees regarding AIF implementation that includes, 
with respect to the fiscal year, the allocation and use of AlF funds, and a description 
of each project for which funds were expended or transferred. 

USAID does not have an oversight role for any Task Force for Business Stability 
Operations (TFBSO) programs in Afghanistan. The Secretary of Defense does sub- 
mit a report to the appropriate congressional committees regarding its activities and 
the plan for transition. 

Question #21. What Title 150 funds are associated or provided to support the 
Afghan Infrastructure Fund (AIF) or the Task Force for Business Stability Oper- 
ations (TFBSO) in FYIO, FYll, and foreseen in FY12? 

Answer. A concerted civil-military effort unites DOD and Function 150 funds in 
the Afghanistan Infrastructure Program to achieve complementary objectives. Under 
this program, DOD resources from the Afghanistan Infrastructure Fund (AIF) are 
focused on infrastructure in key terrain districts that have a greater short-term 
counterinsurgency impact, by providing fuel and expanding power, transport, and 
water services in the southern and eastern provinces. ESF resources are focused on 
supporting the foundational mid- to long-term infrastructure needs of the nation, 
such as developing indigenous power production and expanding power transmission 
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capability, reliability, and efficiency. These parallel but interlinked investments sup- 
port the transition efforts by contributing to immediate stabilization while consoli- 
dating the gains to date in the more stable areas of the country. AIF and Function 
150 funds are complementary in achieving key infrastructure objectives, but there 
are no Function 150 funds associated or provided to support the AIF or the TFBSO 
in FYIO or FYll. With respect to the TFBSO, initial transition planning has begun 
for the possible transition of some TFBSO activities to the Department of State and/ 
or USAID for FY12. Depending on the number of, and types of, TFBSO projects that 
are determined to he desirable and feasible for transfer to the Department of State 
and/or to USAID, FY12 funding likely will be needed to continue implementation 
of those projects. USAID staff in Kabul initiated discussions with TFBSO staff in 
March, though discussions on gas sector development were initiated earlier. 

Projects in banking, mining, and energy appear to have some potential for trans- 
fer to USAID although more due diligence is needed before an accurate assessment 
can be made for transition. In banking, USAID is exploring the use of mobile money 
applications as a way to pay Afghan Government civil servants through mobile 
phone operators and banks, while TFBSO has prepared a design for third party pay- 
ments using a consortium of small hanks that might be useful for payments via mo- 
bile money. In mining, TFBSO has been assisting the Ministry of Mines in pre- 
paring tenders for oil, gas, and mineral exploration. USAID plans to work with the 
Ministry of Mines in a capacity-huilding project that could huild upon TFBSO efforts 
to date. With respect to energy, USAID plans to support the Sheberghan gas field 
redevelopment project and could build upon TFBSO work in this sector. 

Question #22. Why does USAID support what appear to be typically civilian au- 
thorities and activities for the Department of Defense? Could USAID carry out any 
of these tasks and if not, why not? What authorities and other obstacles exist to 
USAID or other civilian agencies? 

Answer. USAID is supportive of ensuring that the activities currently undertaken 
by the Task Force for Ilusiness Stability Operations (TFBSO) continue. USAID, 
State, and DOD are working together to make a recommendation to Congress as to 
the best home for TFBSO activities in conflict and post-confict environments, and 
will work with Congress to effect that transition, as appropriate. 

USAID was not actively consulted when the TFBSO was set up to engage in oper- 
ations initially in Iraq and subsequently in Afghanistan. USAID has just begun to 
gain an initial understanding of TFBSO operations in Afghanistan and some limited 
understanding of TFBSO projects in the mining, hanking, and energy sectors. As to 
any determination of the feasibility of USAID carrying out any of the current or 
planned TFBSO projects in Afghanistan, USAID will need to obtain a much more 
detailed understanding of the TFBSO portfolio and the current implementation sta- 
tus of any projects underway, including financial and other contractual commit- 
ments that may have been made. With respect to authorities or other obstacles that 
USAID might encounter in implementing any TFBSO projects that might be trans- 
ferred per the FY 2011 NDAA, four sets of issues must be considered: 

• Security restrictions set by the Embassy’s Regional Security Officers that cur- 
rently proscribe or limit movement throughout Afghanistan for USAID staff or 
USAID partners often do not apply to TFBSO staff and partners operating 
under DoD Combatant Command guidance. These security constraints might 
limit USAID’s ability to engage in some TFBSO-like activities, but use of imple- 
menting partners who are not subject to Diplomatic Security requirements is 
possible. 

• Potential lack of specific funding beginning in FY 2012 for any TFBSO activities 
that may be transferred to the Department of State/USAID. 

• In infrastructure development, such as gas sector development, TFBSO is not 
bound by the same environmental regulations as USAID. As a result, for 
USAID to continue or support investments made hy TFBSO, USAID would like- 
ly need to conduct initial environmental examinations and determine whether 
additional environmental assessments and mitigation measures are required. 

Question #23. Given Secretary Clinton and Gates statement that “the Depart- 
ments of State and Defense are committed to close collaboration on the execution 
of an infrastructure program” what has USAID done to narrow its focus to those 
areas of strategic importance to our specific goals as part of the integrated Civil- 
Military Campaign plan? 

Answer. Through its consultative strategic planning process USAID has 
prioritized its focus on infrastructure investments that achieve the goals of the 
Civil-Military Campaign plan, including the key transition objectives. The U.S. is 
committed to a policy of “transition” by 2014 with CIRCA taking on increasing re- 
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sponsibility for security and development. USAID’s job is to support the civilian 
component of this transition, to increase stability while building capacity across sec- 
tors — including infrastructure. The USAID has proposed allocating substantial re- 
sources to Afghanistan’s infrastructure development to consolidate U.S. counter- 
insurgency and stabilization efforts and lay the necessary foundation for economic 
growth. Over 80 percent of Afghanistan’s regional highways and 30 percent of the 
national highway system have been revitalized, but an interconnected national elec- 
tricity energy grid does not yet exist. Asia Foundation surveys of the Afghan people 
reveal that access to electricity is one of the highest priorities of the Afghan people, 
which reflects their understanding that the lack of electricity narrows the range of 
available economic and social development opportunities and their perception that 
the Government has not heen responsive to the needs of its people. 

Beginning in FY 2010, a strategic reorientation of USG resources to the power 
sector will help meet the more than $6.6 billion in near-term energy sector infra- 
structure investment required to serve Afghanistan’s burgeoning power demand. 
While USAID is planning to prioritize improvements in power in the infrastructure 
program, we also will continue to support construction of key transport projects, 
such as the construction of the Bamyan-Dushi national highway and supporting 
roads operation and maintenance. Smaller investments in demand-driven water ac- 
tivities, including water supply systems, and renewable energy programs will sup- 
port stabilization efforts by improving access to clean water and modest energy sup- 
plies to improve the quality of life. Together, these activities will result in increased 
opportunities for Afghan firms and greater local employment. 

Question #24. What programmatic consolidation has occurred that shows a 
prioritization of infrastructure in our assistance for Afghanistan? 

Answer. Please see the FY 2012 Congressional Budget Justification for further in- 
formation on the prioritization of infrastructure, and more specifically for energy. 
As noted in the previous question, beginning in FY 2010, a strategic reorientation 
of USG resources to the power sector will help meet the more than $6.6 billion in 
near-term energy sector infrastructure investment required to serve Afghanistan’s 
burgeoning power demand. 

Question #25. Describe the individuals and mechanisms for engagement that 
USAID has as it relates to the Civil-Military Campaign Plan and at what levels 
does the Mission Director in Afghanistan participate in the planning and monitoring 
of stabilization and development programs? 

Answer. USAID is involved in the planning efforts across horizontal and vertical 
lines of engagement as laid out in the Civil-Military Campaign Plan. At the national 
level, USAID (Deputy Mission Director and technical office directors (as appro- 
priate) participates in the Executive Working Group, and is the lead agency on in- 
frastructure in the Economic Opportunity Working Group, as well as leading, with 
the Coordinating Director for Development and Economic Affairs (CCDEA), the Gen- 
der Policy Working Group. USAID also participates in the Afghan-First, Economic 
and Financial Policy, Governance and Rule of Law Working Groups. 

The USAID Stabilization Unit and the USAID Office of Program and Project 
Development (OPPD) are the primary interlocutors for the various Kabul based civ- 
mil coordination efforts. USAID also participates in the District Delivery Program 
Planners Board, Transition Interagency Working Group, the Governance and Sub- 
National Governance Consultative Group and the Governance Policy Working 
Group. USAID/Afghanistan also participates in the many civ-mil anticorruption 
working groups. 

At the subnational level, USAID Senior Development Officers serve as the lead 
USAID coordinator for development programs and personnel that fall under their 
Regional Command. USAID is a part of the Civ-Mil Fusion cells at the regional com- 
mands, and USAID personnel serve in the Task Forces, Provincial Reconstruction 
Teams and District Support Teams. 

USAID personnel are involved in the many military planning efforts, and are ahle 
to wield their stabilization and development programs to build on military gains. 
At all subnational levels, USAID officers meet regularly and frequently with their 
military counterparts to coordinate USAID programming. Often USAID programs 
are designed to dove-tail with military efforts. CERP projects tend to be used to 
build the infrastructure (i.e., schools and clinics), and then USAID projects provide 
the technical oversight and additional inputs (e.g., school curriculum, teacher train- 
ing and clinic supplies). In the counterinsurgency effort, CERP projects tend to he 
used to help with the clearing and the initial “hold,” while USAID stabilization 
efforts follow in behind to provide “hold-build” activities. Many development 
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programs are designed to link to stabilization programs and “build” and then 
“transition.” 

USAID Field Program Officers at the provincial and district levels are critical in 
their ability to oversee and monitor stabilization and development projects. Recog- 
nizing this valuable resource, the USAID Mission Director has issued increased au- 
thorities to engage with implementing partners and provide updates on progress 
and the impact to the programs’ Contracting Officer’s Technical Representatives. 

Question #26. Your budget request implies a reduction in assistance to Afghani- 
stan for FY12 based on FYIO levels. However, I understand that significant funds 
remain in the pipeline for projects in the country which beg a few questions regard- 
ing the actual funding imperative and limited decisions to reduce in areas not im- 
perative to our goals. 

• What is the level of funding that remains unspent in current and prior year 
funds by fiscal year as well as broken out by category (ESF/INCLE/GHCS/ 
NADR, etc.)? 

Answer. As of March 31, 2011, USAID/Afghanistan has $1.99 billion in its pipe- 
line which represents roughly 6 months of funding at the current expenditure rate 
of $323 million per month. An additional $1.24 billion is appropriated, but not obli- 
gated; of which, approximately $908,185 million is programmed to directly or indi- 
rectly benefit the Government. This latter amount requires a Secretary of State 
Certification that the Government of Afghanistan (GIRO A) is cooperating with U.S. 
reconstruction, taking credible steps to protect the internationally recognized human 
rights of Afghan women and demonstrating a commitment to accountability and fa- 
cilitating active public engagement in governance and oversight of public resources 
per amendments to the FY 2010 supplemental. Below is the breakdown of the pipe- 
line by FYs and funding accounts: 


Fiscal year 


Fund type 


Pipeline in 
million $ 


2007 

2008 

Child Survival and Health 

Development Assistance 

Economic Support 

Development Assistance 

Economic Support 

11 

10 

35 

9 

145 

9 

2009 

Economic Support 

698 



11 

2010 

Economic Support 

997 



67 





Total 1,996 


Question #27. What is the current and projected monthly “burn rate” given histor- 
ical measures? 

Answer. The current expenditure rate for the quarter ending March 31, 2011, is 
$323 million per month and the projected expenditure rate is $370 million ($272 
million disbursement -i- $98 million accruals). 'The expenditure rate for the FY 2010 
last quarter was $240 million per month and for the FY 2011 first quarter was $243 
million per month. These rates were projected to be $83 million per month greater 
due to $250 million transfers to ARTF planned for the quarters ending December 
31, 2010, and September 30, 2010. 

Question #28. How has the USAID mission through the Embassy country team 
and the reach-back offices at USAID and State sought to narrow the broad range 
of development efforts to focus on the highest priorities to U.S. interests? 

Answer. After conversations in February 2011 in Kabul between USAID Adminis- 
trator Rajiv Shah, USAID/Afghanistan Mission Director Earl Gast, Ambassador 
Karl Eikenberry, and General David Petraeus about the need to focus development 
assistance in support of transition and Afghan ownership, USAID introduced the 
concept of “foundational investments.” Foundational investments are high-impact, 
capital-intensive interventions made in priority sectors that will have long-term, 
sustainable, and durable benefits for the Afghan people, and will assist the transi- 
tion to Afghan self-sufficiency. Foundational investments are designed to be mutu- 
ally reinforcing by leveraging gains across sectors for the overall benefit of the 
Afghan people. USAID/Afghanistan has prioritized the following sectors for 
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foundational investments: energy; agriculture; extractive industries; financial inclu- 
sion; human capacity development; and, construction. In addition, USAID/Afghani- 
stan is developing work plans for the foundational investment priority sectors. 

Question #29. How have efforts in Pakistan development coincided and integrated 
with efforts in Afghanistan in each border area of RC East and RC South and RC 
Southwest? 

Answer. One area of coordination between USAID’s development efforts in 
Afghanistan and Pakistan has been the area of trade. Thanks, in part, to USAID 
support, on July 18, Afghanistan and Pakistan signed a historic transit trade agree- 
ment, the Afghanistan-Pakistan Transit-Trade Agreement (APTTA), which will up- 
date and improve the joint transit system to reflect current economic conditions, in- 
frastructure, technology, and transport practices. The new transit regime provides 
for 10 additional transit corridors in Pakistan and eight new corridors in Afghani- 
stan (the new corridors, including one in Zaranj in RC-Southwest, will be a signifi- 
cant increase from two previous corridors: Torkham — RC-East and Spin Boldak — 
RC-South). This increased freedom of transit will link Pakistan to Central Asia and 
beyond and will give Pakistan improved access to raw materials from the region. 
Similarly, APPTA will link Afghanistan to the world via three Pakistani ports under 
designated routes. Afghan trucks will now be allowed to transport Afghan exports 
to any of the three Pakistan seaports (Karachi, Qasim, and Gwadar), load goods, 
and return with imports from other countries. Additionally, USAID/Pakistan’s 
TRADE program is providing instrumental technical assistance to the Government 
of Pakistan (GOP) on APTTA. TRADE not only assisted the GOP in securing ratifi- 
cation of APTTA, it also helped the GOP develop a financial ^arantee system that 
will ensure Pakistan collects duties and taxes owed on transiting Afghan goods. As- 
sistance with the guarantee system and other issues helped Pakistani and Afghan 
officials overcome longstanding obstacles to APTTA’s implementation at a meeting 
of the delegations in Kabul on May 7. 

USAID’s Trade Accession and Facilitation for Afghanistan (TAFA) program as- 
sisted in eliminating key policy and technical bottlenecks obstructing the signing of 
APTTA. During the final round of negotiations in July 2010, TAFA advisors assisted 
the negotiating team to understand the various alternatives and commitments avail- 
able, particularly concerning the revised dispute resolution mechanism and meas- 
ures to address cross-border issues, such as smuggling. Moving forward, USAID will 
assist both Afghanistan and Pakistan on implementation of the APTTA, focusing on 
antismuggling, customs modernization, trade facilitation, and other cross-border 
issues. 

Question #30. Describe how USAID professionals are working in an environment 
with a stabilization imperative. 

Answer. USAID professionals are working shoulder-to-shoulder with our military 
colleagues in the counterinsurgency environment throughout the “shape, clear, hold 
and build” phases, particularly following military clearing operations. USAID has 
expanded the definition of stabilization programming beyond just the counterinsur- 
gency campaign to include programs that aim to reduce the social, economic, and 
political conditions that give rise to violence in a particular geographic setting. 

Recognizing that the closer our civilians are to the population the better they can 
respond to on-the-ground realities, we are working to get more of our U.S. Direct 
Hires (USDH) outside of Kabul at Provincial Reconstruction Teams (PRTs), District 
Support Teams (DSTs) and in regional platforms. Currently, 53 percent of USDH 
in Afghanistan are working outside of Kabul; with an ultimate goal of 60 percent. 
The mission is working to devolve more authorities to the field, providing increased 
oversight of programs and building stronger links between the field staff and our 
implementing partners. 

An increasing number of USAID employees have begun the use of the District 
Stability Framework (DSF). The DSF is a system developed by USAID and used by 
civilian-military teams. It allows the collection, analysis, prioritization, design, and 
assessment of local level sources of instability. With the use of this methodology, 
USAID Field Program Officers (are better able to align resources to drivers of local 
level instability. Further, this methodology allows for better continuity of effort and 
better synchronization of personnel and resources with our interagency partners, in- 
cluding the military. 

Question #31. What outcomes should Congress expect as the stabilization spend 
rate diminishes rapidly in conflict areas that are stabilized? 

Answer. As areas are stabilized, USAID will work with other donors and the 
Afghan Government to shift to a more traditional development role. With increased 
security, we will be able to build a more vibrant private sector, support social sector 
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development, and develop a skilled workforce that is capable of servicing needs in 
an a growing economy. 

While our stabilization programs are small-scale and community-focused, they 
must also have a sustainable impact. Our largest cash-for-work program makes 
longer term investments by bringing together the district government with the com- 
munity to decide on projects that address priority issues for the community, and 
then hires a 100-percent local workforce to implement the project. Through another 
stability program in the now stabilizing Shindand District in Herat, a $10,000 in- 
vestment in a drip-irrigation system will irrigate a pomegranate and almond or- 
chard that the community elders expect will provide approximately 100 families 
with $3,000 per year. These sorts of investments are for the long-term. 

Of course, in some areas it may be a challenge to maintain positive momentum, 
and so to prevent insurgents from regaining a foot-hold we will need to make sure 
that some form of programming remains available in the near term to be targeted 
for areas that have moved into the transition phase of the counterinsurgency effort. 
One USAID program, Community Based Stabilization Grants, targets small grants 
to insulate communities that may be at risk of insurgent influence. Recognizing that 
the funding for these programs will continue to diminish over time, we continue to 
look at more efficient ways of using our funds, and partner with locals to under- 
stand, identify, and develop programs that mitigate instability. 

Question #32. What outcomes are expected by the Afghan population and do they 
coincide with Afghan Government’s capacity to deliver? 

Answer. In March 2011, President Karzai announced the start to the Transition 
process, through which lead responsibility for security will be transferred to the 
Afghans by 2014. Afghans have signaled expectations for a “peace dividend,” in the 
form of increased development assistance, for transitioning provinces. The latest 
version of the July 2010 version of the Afghan National Development Strategy 
(ANDS) Prioritization and Implementation Plan (PIP) signals that Afghans expect 
donor contributions to “core socioeconomic development initiatives” would total $10 
billion over the next 3 years, with “additional resources available to support current 
governance and security sector strengthening priorities.” 

Given these factors, USAID has embarked on a process to focus its assistance to 
Afghanistan through “foundational investments” in priority sectors — such as energy, 
agriculture, extractive industries, and human capital, to name a few — which are 
aligned with Afghan expectations as outlined in the “Kabul Process.” The Kabul 
Process, which began in London (January 2010) and continued through the Peace 
Jirga (May 2010) and Kabul International Conference (July 2010), is an Afghan-led 
strategic planning process, which marks beginning of a transition toward full 
Afghan ownership of the development process. Through the Kabul Process, the 
Afghan Government identified 22 National Priority Programs (NPPs) and subse- 
quently the USG, along with other donors, committed to aligning at least 80 percent 
of its assistance against these national priority programs, as well as moving at least 
50 percent of its assistance through Afghan Government mechanisms by the end of 
2012. To date, USAID has already exceeded the 80-percent alignment goal and is 
on track for reaching the 50-percent on-budget goal by the end of 2012. 

Finally, the expectations and needs of the Afghan people are being increasingly 
satisfied hy the Afghan Government. According to the Asia Foundation’s 2010 “Sur- 
vey of the Afghan People,” satisfaction with the performance of the Afghan National 
Government has risen steadily over the last 3 years. In fact, 2010 saw the highest 
reported levels of satisfaction of national government performance since 2007 in al- 
most all regions. Finally, compared to 2009, the 2010 survey found that Afghans 
judged government performance more positively in relation to the provision of basic 
public services such as education, health care, and security. 

Question #33. What specific areas has there been a need for reconsideration due 
to development professionals’ guidance on best practices and what has been the de- 
gree of consideration by other U.S. actors? (i.e., poor development practices and inef- 
fective or unsustainable programs) 

Answer. Stabilization is one of USAID’s key areas of focus in Afghanistan, par- 
ticularly in the conflict-stricken south and east. In these areas, USAID works hand 
in hand with the U.S. military to deliver quick-impact stabilization projects that 
help eliminate key drivers of conflict, such as unemployment and lack of govern- 
ment services. Stabilization efforts are also designed to support the nascent transi- 
tion process by helping connect Afghans at the local level to their local governments, 
through the creation of district development councils and community-driven devel- 
opment projects. While stabilization efforts are critical to U.S. objectives in Afghani- 
stan, they are not an end in and of themselves. In the past year, USAID has 
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adapted the design and implementation of its stabilization programs to build 
“bridges” between the short-term stabilization projects and the longer term develop- 
ment projects that will contribute to an Afghan-led, sustainable future. Similarly, 
USAID has worked with the Department of Defense (DOD) to ensure that the de- 
sign and implementation of the Commander’s Emergency Response Fund (CERP) 
activities are connected to longer term objectives. CERP projects have traditionally 
paid for the “brick and mortar” activities, such as building schools or repairing 
small infrastructure. USAID’s projects, on the other hand, often provide technical 
support and expertise needed to sustain these investments. To take advantage of 
both of these approaches, USAID and DOD agreed to give USAID field personnel 
veto authority on CERP review boards at Task Force and Regional Command levels. 
USAID field personnel also provide input and insight during the CERP proposal re- 
view process. A good example of this interagency coordination, as well as the link- 
ages between short-term and long-term objectives, is the District Delivery Program. 
Through this program, individual Afghan districts outline their development and 
governance priorities and develop a viable district development plan. DOD then uses 
CERP funds to pay for infrastructure to support this plan, and USAID both provides 
support to line ministry staff, as well as aligns its longer term development projects 
to compliment the district plan. 

Question #34. The second round of discussions of the Strategic Engagement Part- 
nership (SEP) with Afghanistan have recently concluded. What are the parameters 
of the Strategic Engagement Partnership (SEP) that are being considered with 
Afghanistan? 

Answer. On May 12, 2010, President Obama and Afghan President Karzai issued 
a joint statement in which they committed to a series of intensive, senior-level bilat- 
eral discussions to conclude with the signing of a strengthened U.S. -Afghanistan 
Strategic Partnership Declaration (SPD), updating the 2005 “Joint Declaration of 
the United States-Afghanistan Strategic Partnership.” The current plan is to seek 
to conclude the new SPD in the summer of 2011. To this end, the first rounds of 
negotiations were held in Kabul this past March and a second round will be held 
this summer. As negotiations have not concluded, the below statements about the 
expected parameters of the new SPD are subject to change. 

It is envisioned that a new SPD will provide a framework to guide our long-term 
relationship with Afghanistan. It is expected to address issues related to (1) secu- 
rity; (2) democratic development and institution-building; (3) economic and social de- 
velopment; and (4) regional issues. Specifically, as currently envisioned, the new 
SPD will set forth political commitments that: 

• Reiterate the United States and Afghanistan’s shared vision and commitment 
to Afghanistan’s future; 

• Reinforce Afghan sovereignty as Afghanistan increasingly takes on responsi- 
bility for its own security, justice, and development; and 

• Articulate how the United States plans to work with Afghanistan to enhance 
its ability to contribute to regional stability and prosperity. 

Question #35. What estimate of resources are most likely essential for longer term 
development in Afghanistan post 2014 and in what sectors are they essential? 

Answer. By 2014 we expect our stabilization efforts to reduce as Afghan security 
increases, while our foundational investments lay the groundwork for long-term eco- 
nomic growth. We expect to focus on sectors such as infrastructure, agriculture, 
mining, private sector enabling environment, health, and education to provide the 
means for Afghanistan to achieve the necessary long-term economic growth and rev- 
enues needed to support the government. 

PAKISTAN 

Question #36. The FY12 budget for Pakistan contains no OCO account funds for 
economic development assistance. This implies that recent economic assistance is 
not perceived by the administration as critical in the strategic calculus of our rela- 
tionship and our national security interests. 

• Why has PCCF/PCF been the only account included in the OCO in this strategi- 
cally sensitive country? 

Answer. The Overseas Contingency Operations (OCO) request, including all of the 
funding for the Pakistan Counterinsurgency Capabilities Fund (PCCF) is intended 
to fund the extraordinary and temporary costs for operations and assistance in Iraq, 
Afghanistan, and Pakistan for the Department of State and U.S. Agency for Inter- 
national Development (USAID). This is the first year State and USAID are request- 
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ing funds under OCO method used by the Department of Defense to identify fund- 
ing requirements for the exceptional costs incurred in these three countries. 

The OCO contribution from Pakistan includes the entire amount of Pakistan 
Counterinsurgency Capabilities Fund (PCCF) funding ($1.2 billion), which is a tem- 
porary contingency-based account related directly to the need to counter the insur- 
gency within Pakistan. 

The decision to not include sources of civilian assistance was predicated on the 
establishment of the level of long-term civilian assistance support within the 
Enhanced Partnership with Pakistan Act. This act authorized funding for civilian 
assistance in the amount of $7.5 billion over a 5-year period (FY 2010-FY 2014) and 
was intended to demonstrate U.S. commitment to Pakistan and to help strengthen 
and build a long-term partnership between Pakistan and the United States. As 
such, the request did not include these funds in the OCO request which are in- 
tended for temporary extraordinary costs. 

Question #37. What priority does USAID place on economic assistance relative to 
OCO given the fiscal and geopolitical environment in Pakistan? 

Answer. USAID, together with the State Department, believe that the core, non- 
OCO economic assistance and the OCO assistance requested are both vital to 
achieving our national security objectives in Pakistan. Both serve equally important 
roles within the overall effort to build our long-term relationship with Pakistan. In 
the request, important focus was placed on balancing the amount of civilian assist- 
ance requested with security assistance for Pakistan. Since USAID is managing the 
bulk of the economic assistance, our focus is on ensuring effective and accountable 
implementation of this assistance in conjunction with the State Department’s policy 
coordination of U.S. assistance efforts. 

Question #38. How does USAID characterize the recent and prospective environ- 
ment for fiscal stability in Pakistan? 

Answer. The current fiscal stability in Pakistan is troubling. From 2005 to 2010, 
Pakistan averaged 4.9 percent GDP growth proving its resilience in the face of mul- 
tiple adverse events. In recent years the growth of the economy has slowed and is 
predicted to only grow by 2.8 percent in 2011. Exacerbating slow growth is an un- 
derfunded government budget and a narrow tax base. The IMF estimates the deficit 
at 6.7 percent in FYlO/11, up from 6.3 percent the previous year. This is signifi- 
cantly above the IMF target of 4.7 percent. The tax-to-GDP ratio is only around 9 
percent, one of the lowest globally. 

The government’s fiscal deficits lead to heavy government borrowing that drives 
inflation. Over the past 3 years, Pakistan has experienced aggregate inflation of 48 
percent against GDP growth of just 12.5 percent. Prices are increasing at a rate of 
15-20 percent. Food insecurity affected close to half the population in 2009, and is 
likely substantially higher after the 2010 floods. Combined with lack of power, soar- 
ing prices are beginning to create social unrest. 

Massive subsidies to the energy sector (approximately 1.4 percent of GDP) con- 
tribute to the fiscal crisis. The burden of energy subsidies has tripled in the last 
3 years. The Asia Development Bank estimates that the energy shortfall (including 
load shedding) is estimated to have reduced GDP growth by 2. 0-2. 5 percent. 

Despite continued problems with the fiscal deficit and subsidies, the Pakistan 
economy shows some positive signs. Financial sector size and depth has improved, 
and the banking system is becoming more efficient. The booming inflow of remit- 
tances continues to support the financial sector, as well as consumption in the real 
sector of the economy. 

The United States and other donors realize assistance will be far more effective 
if Pakistan can reestablish macroeconomic stability and implement long-awaited 
policy reforms. USAID is working closely with critical stakeholders in an attempt 
to demonstrate progress in the short-term to incentive long-term reforms, and posi- 
tion Pakistan to seize opportunities for economic transformation as they emerge. 
Pakistan’s recent devolution of certain fiscal authorities to its provinces will require 
closer attention to the fiscal capacities and budget priorities of the provinces. 

U.S. economic growth assistance is closely aligned with the Government of Paki- 
stan’s (GOP) “New Development Approach/New Growth Strategy” which is focused 
on opening markets, increasing productivity, and improving competitiveness. U.S. 
assistance also complements the National Poverty Reduction Strategy, which em- 
phasizes agriculture as the key driver of job growth in predominantly rural districts 
and recognizes its multiplier potential in generating macroeconomic growth. Despite 
political uncertainty and turnover of senior GOP officials, Pakistan has well-placed 
people and institutions with significant vision and capacity for policy improvements, 
as well as substantial ongoing reform initiatives. Additionally, new technology is in- 
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creasingly available to improve efficiency and eliminate opportunities for corruption. 
These factors create the environment needed to stimulate hroad-based, inclusive eco- 
nomic growth. 

The IMF shares this positive outlook in Pakistan’s economy and estimates GDP 
will reach 6 percent growth by 2015. 

Question #39. How does USAID assess the geopolitical environment for stability 
in Pakistan? 

Answer. A significant proportion of the threats to Pakistan’s stability are the re- 
sult of insurgent activities, which are primarily centered in the Federally Adminis- 
trated Tribal Area (FATA) and Khyber Pakhtunkhwa (KP). The current instability 
in the FATA and KP owes much to decades of poor governance, underdevelopment, 
and regional conflict. After 9/11, insurgents were able to exploit these vulnerabilities 
to establish de facto control over much of the FATA and pose a threat to the Paki- 
stani state. 

Military operations against these groups began as early as 2002, but their success 
was limited. The GOP attempted a series of negotiated settlements, but none proved 
enduring or effective at curbing violence. The high water mark for insurgent groups 
came in early 2009, when a branch of the Pakistani Taliban moved out of the FATA 
and took over large settled areas of the Swat Valley in KP’s Malakand Division. 

U.S. stabilization activities are closely aligned with the objectives of the 2010 Post 
Crisis Needs Assessment for FATA and KP, which include: building responsiveness 
and effectiveness of the State to restore citizen trust; stimulating employment and 
livelihood opportunities; ensuring the delivery of basic services; and countering 
radicalization and fostering reconciliation. As FATA stabilizes, other donors have 
been coming to USAID to seek advice on how they might become involved in sta- 
bilization and development activities in FATA. 

Additionally, polling indicates that USAID’s community-level programs have 
helped engender some community support for the political administration in FATA. 
But the complex political environment and security concerns argue against an ag- 
gressive branding campaign for most community-level U.S. -supported activities in 
FATA as this could result in threats to recipients of U.S. assistance by remaining 
insurgent elements. 

Despite the political instability and history of military coupes, the military has 
yet to have taken sides in the political crises and largely has both engaged (i.e., 
peacekeeping in FATA) and not engaged (i.e., conducting the census) in operations 
to boost its public image with the people. In the near term, the military seems con- 
tent to exert influence over the civilian government without resorting to a coup. By 
Pakistani law, the next general election must be held by early 2013; it is currently 
scheduled for February 2013 but could occur at any time. 

Question #40. In a recent briefing of Congress, your staff indicated that greater 
than 50 percent of assistance was now flowing through the Pakistan Government. 

• Why has the essential monitoring and evaluation program for Pakistan still not 
been established and will not be in place until mid-summer? 

Answer. Several factors contributed to delays in finalizing this program. During 
winter/spring 2010, USAID engaged in a lengthy discussion with other USG entities 
over the appropriateness of using international firms to fill this function. Following 
the flood, attention was focused on recovery and reconstruction activities. When the 
new mission and Embassy leadership arrived, there was mutual agreement on the 
importance of this project and the mission moved forward finalizing the documents 
and deciding on the most appropriate contracting mechanism. We anticipate the 
third-party monitoring system to be operational in July 2011. 

Question #41. What are the current methods for monitoring and evaluation and 
what is the level of confidence in this large amount of funding moving through sus- 
pect institutions within a weak civilian government? 

Answer. Ensuring that Pakistani organizations, including the government, act re- 
sponsibly with U.S. taxpayer money be^ns long before program implementation. 
USAID/Pakistan carefully vets all potential partners for technical capacity, risks of 
financial misconduct, and terrorist financing before awarding funding. USAID also 
conducts preaward assessments of all local organizations, examining their organiza- 
tional and management structures to determine if systems are in place that will 
lead to the transparent and accountable use of USG funds. When weaknesses are 
found in these local entities, USAID provides capacity-building efforts to help them 
meet accountability requirements before funds are released. USAID/Pakistan is im- 
plementing a robust monitoring and evaluation structure in place to monitor 
progress and measure results. The mission increased staffing levels and institu- 
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tional support to support monitoring and evaluation, auditing, contracting, and 
financial management oversight capabilities of local partners. 

Vetting 

USAID/Pakistan carefully reviews and vets applications for technical capacity, 
quality, cost effectiveness, and applicability to USG objectives. Prior to awarding a 
grant or contract, the grant or contracting officer makes a responsibility determina- 
tion as to whether or not the recipient meets business and ethical standards. The 
preaward assessments, discussed further below, are an important part of responsi- 
bility determination for local awards. In addition, USAID/Pakistan checks all con- 
tract and grant recipients issued by the mission against the USG Excluded Parties 
Listing System (EPLS) and the list of suspected terrorists designated as “Specially 
Designated Nationals and Blocked Persons” by the Office of Foreign Asset Control 
(OFAC) of the Department of Treasury. Further, certain grants and contract instru- 
ments provide USAID/Pakistan with the authority to approve subrecipient awards. 
Such provisions allow the mission to make responsibility determinations and vet the 
subgrantees and subcontractors that might ultimately be the recipient of USG 
funds. Finally, all grants and contracts include provisions that prohibit the funding 
of terrorism. In this regard, USAID/Pakistan implements the Guidance for State 
and USAID funding and the Risks of Terrorist Financing with respect to all of its 
programs in Pakistan. 

Preaward Assessments 

USAID/Pakistan continues to use a number of additional tools to ensure proper 
monitoring and evaluation of USG assistance, including conducting preaward as- 
sessments of Pakistani organizations. The assessments examine organizational and 
management structure, accounting, financial management systems, internal con- 
trols, technical capabilities, and quality assurance capabilities, as well as the orga- 
nizations’ policies, procedures, and practices for effective and efficient management 
of USG resources. If the results of these assessments show that there are mitigating 
risk factors, predisbursement and post-disbursement conditions are built into the 
awards/agreements made with these organizations, to ensure strengthening of rel- 
evant issues and reduction of risk for USAID/Pakistan. 

Since FY 2009, USAID/Pakistan has completed 81 preaward assessments of Paki- 
stani Governmental and nongovernmental organizations, and will undertake addi- 
tional assessments if needed for future awards. When needed, USAID/Pakistan also 
has placed staff from accounting firms with its implementing partners to support 
successful implementation of financial policies and procedures. 

Monitoring and Evaluation 

USAID/Pakistan adheres to standard procedures in the monitoring of its activities 
to ensure proper use of U.S. foreign assistance funds: 

• Implementing partners are required to maintain accurate and constructive per- 
formance management plans (which identify goals and targets) and report their 
progress toward those goals quarterly. 

• Activity managers and implementing partners perform spot checks whenever 
possible of activities to monitor progress. 

• By July, USAID/Pakistan will have finalized a contract for third-party moni- 
toring and evaluation services to verify monitoring data reported by our imple- 
mentors and Government of Pakistan partner entities; monitor projects in hard- 
to-reach remote and insecure areas; conduct baseline, midline, and end-line 
surveys to capture information on program results; conduct evaluations; and 
train implementing partners to enter all monitoring data into this system. An 
inventory of ongoing evaluations will be maintained, used for coordinating eval- 
uation efforts, and timed to provide input into strategic planning decisions. 

• As exemplified by USAID’s monitoring and evaluation of flood relief efforts, 
USAID/Pakistan employs a variety of methods to conduct oversight in an inse- 
cure environment. In 2010, when the security environment permitted, USAID 
Islamabad staff visited flood relief project sites monthly. USAID provincial 
teams in Peshawar, Karachi, and Lahore visited projects and assessed progress 
in their regions as much as security allowed. USAID also used a third-party 
monitoring effort for flood relief, working through local Pakistani firms in 
Sindh, Balochistan, KP, and Punjab to verify, monitor, and document flood 
relief progress. These partnerships made it possible, in a difficult operating 
environment, for USAID to receive first-hand accounts of project challenges and 
successes. 
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• In addition, USAID/Pakistan has established a Monitoring and Evaluation 
Working Group to help institutionalize performance management and use of 
evaluation for program design and strategic planning. 

• Over the past 12 months, the mission increased staff levels to add activity, 
financial and contracts managers to meet the increasing management burden 
and to ensure adherence to standard monitoring and evaluation responsibilities. 
The USAID Office of Inspector General established its office in Islamabad in 
2010 and as of February 2011, and has 12 staff. Currently, 61 staff members 
in Pakistan are involved in auditing, contracting, and financial management 
oversight capabilities, the vast majority of which have been added within the 
last year. 

Question #42. What is the monthly spending rate for U.S. assistance in FYIO bro- 
ken out by sector? 

Answer. USAID’s monthly expenditure rates by sector throughout FY 10 were as 
follows: 


FY 2010 MONTHLY EXPENDITURE RATES BY SECTOR 

[In millions of dollars] 


Q1 Q2 Q3 Q4 


Education $8.1 $3.7 $3.5 $3.8 

Governance 1.5 1.8 1.4 2.0 

Health 7.4 4.6 4.5 2.9 

Economic Growth 4.6 3.7 5.0 9.7 

EG Reoonstruotion 2.9 4.1 3.0 2.8 

EAU 6.1 4.4 3.4 7.7 


USAID has increased expenditure rates since FY 2010. As of the first quarter of 
FY 11, USAID has increased its monthly expenditure rate by 38 percent over FY 
10 Q1 monthly expenditure rate. 

Question #43. What is currently remaining in the pipeline by sector? 

Answer. The estimated pipeline of our assistance to Pakistan as of the end of De- 
cember 2010 is $1.6 billion. As FY 2010 funding was not available for obligation 
until the end of the fourth quarter and FY 2010 supplemental funding was not 
available until late in the first quarter of FY 2011, it is to be expected that most 
FY 2010 appropriations remain in the pipeline. 

Funds are being expended at $66 million per month, well above the average 
USAID FYIO expenditure rate of $58 million. The slight decrease from FY 2010 Q4 
to FY 2011 Q1 is due to the need to focus on responding to the August and Sep- 
tember floods with immediate emergency accounts and reprogramming existing ESF 
to support recovery and reconstruction efforts. The 1st quarter of FY 2011 expendi- 
ture rate is 38 percent higher than 1 year prior and 128 percent higher than the 
end of FY 2009, indicating the rollout of programs in Pakistan has picked up its 
pace significantly over the past year. 


Q1 FY 2011 



Monthly expenditure rate 

Pipeline 




Governance 

$3.9 million 

$233.5 million. 




Economic Growth 

$42.8 million 


Soclal/Humanltarlan Assistance 

$6,397 million 

$62.64 million. 

Total 

$66 million 

$1.6 billion. 


Question #44. What are the primary obstacles and challenges that remain before 
U.S. assistance can flow more effectively and transparently? 

Answer. Despite the devastating impact of the 2010 floods and our requirement 
for assessments of all partner institutions to ensure that U.S. taxpayer funding is 
used for the purposes intended, USAID has increased its expenditure rate by 38 per- 
cent over the past year. However, given the level of resources being committed to 
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the Pakistan program and the importance to our national security, we are aware 
that we must further increase our expenditure rate and continue to achieve results. 

The 18th amendment to the Pakistani Constitution passed by Parliament in April 
2010 calls for a fundamental decentralization of government services to the prov- 
inces. Given the uncertainty about what functions will be devolved to the provinces, 
how to do it, and how to finance these changes, an important challenge is trying 
to keep the momentum going and ensuring successful transition of services. There 
are several significant risks to effective devolution including lack of capacity at the 
provincial level, political infighting, and corruption. 

A significant implementation challenge is the work we need to do with Pakistani 
institutions to strengthen their management and implementation capabilities. These 
are important components of the evolving partnership we are developing with the 
Pakistanis. We continue to assess what is necessary to speed up implementation, 
and to develop new mechanisms and approaches that will help us to achieve our 
overall objectives. Our recent refocusing of the program into four key sectors, our 
reduction of management units to help streamline operations, and our provision of 
direct assistance to overcome critical program-specific hurdles, all are examples 
of the ways in which we are adapting program implementation to meet these 
challenges. 

Question #45. Consulates in Peshawar, Lahore, and Karachi are now up and 
operating. 

• List the staff levels and agency for each U.S. consulate, including the percent- 
age of time the staff is actually posted to the consulate site. 

Answer. All employees in the consulate spend approximately 82 percent of their 
time posted to the site. Their remaining time away from the consulate accounts for 
R&R and/or Regional Rest Break travel. The staff level for each consulate site is 
as follows: 

• Peshawar* — 26 total USAID staff 

o 7 U.S. staff 
o 19 FSN staff 

• Lahore — 10 total USAID staff 

o U.S. 
o 7 FSN 

• Karachi — 8 total USAID staff 

o 2 U.S. 
o 6 FSN 

*A11 Peshawar staff currently located in Islamabad due to security concerns 

Question #46. How important is the consulate staff to the planning, implementa- 
tion, and monitoring of U.S. assistance? 

Answer. The USAID field office operations add to total oversight personnel avail- 
able per dollar of program funding. Monitoring program work would be more dif- 
ficult and program vulnerabilities would increase if the consulate staff were not in 
place. Each USAID consulate staff member is of great importance in these regards. 
This includes all phase of the development lifecycle: planning, implementing, and 
monitoring of programs in each region of Pakistan. 

Question #47. Southern Punjab and Sindh have proven to be volatile regions of 
the country that also harbor threats to the Pakistan Government, threats to the re- 
gion, and threats to United States. 

• What are the priority areas for U.S. assistance and how does the U.S. partner 
with Pakistan in addressing these threats? 

Answer. USAID/Pakistan is focusing its activities in northern Sindh, southern 
Punjab, Khyber Pakhtunkhwa (KP), and the Federally Administered Tribal Areas 
(FATA). These are shown to have among the worst socioeconomic indicators in the 
country and are some of the most vulnerable areas to extremist recruitment. 

In Punjab and in Sindh, USAID’s primary objective is to support the provincial 
governments to deliver basic education, health, and municipal services to the local 
population. As the GOP prepares to begin implementing devolution policy estab- 
lished by the 18th amendment on July 1, 2011, the provincial governments need to 
quickly build the capacity to provide social services. USAID/Pakistan will provide 
technical assistance in resource management and program planning, commodities 
provision, and construction of community infrastructure. 

Question #48. What are the primary development programs in these areas and 
what are the essential parallel programs of others (donors and Pak Federal and Pro- 
vincial government), including our own security assistance programs? 
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Answer. USAID/Pakistan is working in five priority sectors: energy, economic 
growth, stabilization, health, and education. We engage our Government of Pakistan 
counterparts at the federal and provincial level to identify individual programs and 
projects within these sectors. 

Sindh 

While several of our national programs are working in Sindh (e.g., health, eco- 
nomic growth), we are also targeting programs to address particular needs in the 
priority areas in those provinces. The programs focus in the areas of energy, sta- 
bilization, education, and health. In energy, we are renovating two thermal power- 
plants in Sindh (Jamshoro and Guddu) to increase the power generation capacity 
of the national grid and alleviate electricity shortages. We are also replacing ineffi- 
cient tubewell motor sets with more energy efficient models, which will save farmers 
money on their electricity bills. In education, we are finalizing a Sindh education 
program that will increase basic education enrollment and retention rates for chil- 
dren in target districts of Sindh, primarily girls. 

USAID/Pakistan has also entered into a 5-year agreement with the Government 
of Sindh for a Municipal Services Delivery Program, which will improve the quality 
of municipal infrastructure and public service delivery by instituting necessary pol- 
icy reforms in underserved and vulnerable parts of the province. We hope this will 
have a stabilizing effect by increasing the provincial government’s capacity to 
deliver critical public services, thus demonstrating responsiveness to their constitu- 
ents. More than two-thirds of the budget for this program will be spent on improv- 
ing and expanding drinking water supply, water quality, sanitation/sewerage, hy- 
giene, and other municipal services in 14 out of 23-three districts of Sindh. 

Finally, USAID/Pakistan is constructing a 60-bed obstetric and gynecological ward 
at Jinnah Postgraduate Medical College in Karachi, as well as renovating the Kara- 
chi Central Contraceptive Warehouse and the Jacobabad Civil Hospital. These 
projects will improve the tertiary and primary health care services for over 1 million 
underserved Pakistanis in Sindh and neighboring districts of Balochistan, as well 
as provide a consistent supply of contraceptives throughout the country. 

In terms of donor and Government of Sindh engagement, in education, the World 
Bank and European Union are the primary donors working in Sindh, while the 
DFID is considering expanding its education programming. We coordinate very 
closely with donor counterparts to share lessons and ensure complementarity of 
actions to support important education sector reforms as well as no duplication of 
effort. 

For example, the Asian Development Bank is now implementing a $300 million 
loan for the Sindh Cities Improvement Investment Program ($300 million from ADB 
and $100 million Government of Sindh contribution) that seeks to improve water, 
wastewater and solid waste management in six of the provinces secondary cities in 
the north (Sukkur, New Sukkur, Rohri, Larkana, Khairpur, and Shikarpur). This 
project seeks to mobilize strong private sector participation to improve health, qual- 
ity of life, and economic competitiveness for an estimated 4 million residents. This 
complements MSDP, which works in small- to medium-size towns in the same re- 
gion. USAID and the ADB project are and will continue to coordinate their activities 
by dividing up geographical areas of work and responsibilities between the two 
projects in order to avoid duplication and waste. 

The Government of Sindh’s efforts in education have been focused on important 
and long overdue reforms. They are transitioning to a merit-based hiring system for 
teachers, and are currently only recruiting female teachers, which will in turn sup- 
port increased girls’ enrollment. They are also implementing a policy of consoli- 
dating schools so that a single compound comprises a single school administered by 
a single body, not three or four as is the current norm. USAID’s education program 
in Sindh will support this effort. 

The health donors are still determining geographic locations and have not made 
any formal commitments to Sindh at this time. 

Punjab 

USAID/Pakistan activities in Punjab aim to improve basic service delivery while 
addressing the widespread corruption and poor governance issues that drive extre- 
mism. USAID/Pakistan and the Government of Punjab have signed agreements to 
support the delivery of municipal services and education with FY 2009 and FY 2010 
resources, with a focus on southern districts with high poverty rates. The municipal 
services delivery program will focus on two components: capacity-building of the 
Punjab Government and the provision of infrastructure and equipment upgrades 
focused on a few essential urban services; i.e., safe water, sanitation, streets im- 
provements and street lighting. Specific inputs will be prioritized by the provincial 
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government with inputs from districts and community engagement activities. The 
education program is focusing on new school construction with a particular focus on 
schools damaged by the floods, supporting school councils, and building the capacity 
of the Punjab Department of Education to manage resources, and continue to pro- 
vide operations and maintenance on new buildings. An ongoing USAID program 
supporting teacher training will complement these provincial activities. 

USAID/Pakistan is also planning to use FY 2010 funds to support the Punjab 
Government to address three key health needs — birth spacing using family plan- 
ning and maternal and child health including immunizations. A Technical Advisory 
Unit supported by USAID is currently working with the federal and provincial gov- 
ernments to help determine policies related to the devolution of the health sector, 
which are critical to further developing this activity. 

In addition to these activities to be implemented through the provincial govern- 
ment, USAID is also supporting high impact, highly visible projects in Punjab. 
USAID/Pakistan is rehabilitating the Muzzaffargarh Thermal power Plant Rehabili- 
tation, located 45km southwest of Multan, which will increase generation capacity 
to the power station by 95 MW. In a cost-sharing arrangement with farmers in Pun- 
jab, approximately 250 inefficient tubewell pump sets have been replaced with en- 
ergy efficiency models, greatly reducing farmers’ electric bills. In addition, USAID/ 
Pakistan is renovating Lady Willingdon hospital in Lahore, the largest maternity 
hospital in the country, to improve the capacity and quality of maternal services for 
low-income women. 

USAID/Pakistan is coordinating closely with other donors in Punjab to avoid du- 
plication of efforts, to ensure the international community has consistent messages 
on policy reform, and to align our government-to-government assistance mecha- 
nisms to avoid over complicating the government’s efforts to manage donor re- 
sources. For example, the World Bank and DFID provide direct support to the Pun- 
jab Government, working through a project management unit created within the 
Punjab Department of Education. U.S. assistance will continue to be provided 
through the same project management unit to ensure U.S. assistance is value added 
and not duplicative to ongoing work. Other major donors in include DFID (budget 
support), GTZ (teacher development, library facilities), CIDA (debt swap teacher col- 
lege renovations). World Bank (stipends, teacher development, school construction 
and upgrades), and JICA (school upgrades). 

The Southern Punjab Basic Urban Services Program is another Asian Develop- 
ment Bank-funded program that was initiated in 2004. The program cost is esti- 
mated at $128.6 million with ADB funding $90 million and the rest being provided 
by the Government of Pakistan. The projects geographical focus is in 21 towns in 
Southern Punjab, including towns in Multan and Bahawalpur Districts. This com- 
plements similar efforts by MSDP in Punjab. 

USAID is also taking the lead in coordinating donor health funding and is fos- 
tering agreement on Pakistan’s health priorities and a division of labor based on the 
strength of each partner. Primary donors in the health field in Pakistan are DFID 
(health sector support and TA for maternal and child health) and the World Bank 
(reproductive health and infectious diseases). 

EGYPT 

Question #49. I asked in the hearing about USAID efforts in Egypt, with respect 
to the reprogrammed $150 million. Specifically, I asked what impact are our pro- 
grams having, and more importantly, with whom are we working. 

Please provide more specific answers for the record to these two questions. 

Answer. 

What impact are our programs having? 

At the brink of the revolution, USAID moved rapidly to provide urgent assistance 
for the transition in Egypt by reprogramming $150 million in funds for economic 
growth and democracy and governance to support a peaceful, equitable transition. 
The Egyptian people’s response to our democracy and governance and economic 
growth grants opportunities has been tremendous: 

• Approximately 2,500 people representing more than 1,000 organizations lined 
up to participate in information sessions and proposal writing workshops 
throughout the country. USAID has received over 200 proposals to date, pri- 
marily from Egyptian organizations that have not worked with USAID before, 
with more coming in weekly. 

• In less than 4 months, USAID has committed $55 million in transition assist- 
ance funding. Of this, we have obligated $32.5 million to Egyptian and U.S. 
partners to support democracy and governance transition initiatives and $2.5 
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million in economic growth transition initiatives. USAID also transferred $20.5 
million to the Department of State’s Democracy, Human Rights and Labor 
(DRL) Bureau and Middle East Partnership Initiative. 

• In addition, USAID is currently negotiating the details of $55 million in grants 
(including $37 million to support economic growth) with U.S.- and Egyptian- 
based organizations. 

As USAID is in the early stages of implementing the transition program, it is too 
soon to assess direct impact. However, the strong interest among Egyptian civil soci- 
ety organizations and entrepreneurs in the USAID transition program is an impor- 
tant indication that the people of Egypt stand ready to work with the United States 
through Egypt’s transition to democracy. 

With whom are we working? 

With funding to support the transition process, USAID is engaging directly with 
a wide range of critical actors, including civil society organizations, youth, political 
party representatives, labor, and others who have been mobilized by recent events 
and are working to support their country’s historic transition. 

Specifically: 

• As noted above, nearly 2,500 attendees representing more than 1,000 organiza- 
tions have attended USAlD grants information sessions throughout Egypt. To 
date, USAID has received a total of 236 proposals, 70 percent of which are from 
Egyptian organizations. 

• USAID has obligated $25 million to U.S. organizations that support democracy 
and governance activities worldwide, including the National Democratic Insti- 
tute (NDI), International Republican Institute (IRI), and the International 
Foundation for Electoral Systems (IFES). 

In general: 

• To widen contact with youth organizations and encourage youth engagement in 
the political process, USAID, working with an Egyptian grantee, has held a se- 
ries of meetings with youth in Sinai and Qena to identify their priorities for 
democratic change and gauge their opinion of the current situation. 

• To broaden engagement away from elites and established political leaders, 
USAID is providing training for members of newly formed political parties on 
methods, and mechanisms for political participation, including communication 
and public speaking skills, election campaigns, and working with traditional 
and new media modes. USAID is also working with IRI to develop skills of 
women candidates, in existing and emerging political parties. 

• To widen engagement with new Egyptian organizations, USAID is working with 
partners to expand training efforts and share civic education materials, includ- 
ing video spots, brochures, manuals and games. One Egyptian USAID partner 
has already trained 900 facilitators from other organizations on how to use 
media and outreach materials. 

• When appropriate, USAID is also working with government-related institutions 
that have a role in supporting the organization and implementation of demo- 
cratic elections for other purposes related to a democratic transition. In addi- 
tion, USAID is providing funds to help address economic grievances expressed 
in the protests. 

Questions #50, 51, 52. Presumably during the Mubarak era, there were a number 
of initiatives that were stymied by the government and their policies — for instance 
prohibiting NGOs and effectively barring the NED institutes. 

• Are you aggressively pursuing these items now? Please be specific. 

• How many grants have you issued and to whom? 

• Is USAID/Egypt able to get out of Cairo and solicit grant proposals from civil 
companies and small and medium enterprises from around the country? 

Answer. Since 2005, the USG has provided continuous support to a wide range 
of civil society organizations, including the National Democratic Institute (NDI) and 
the International Republican Institute (IRI). Local and U.S. recipients of USAID 
grants faced issues from time to time regarding holding events or bringing consult- 
ants into the country. The USG continually raised with the GOE these and other 
issues related to the freedom of association and civil society operation. 

To support the political transition, USAID increased the amount of funding allo- 
cated for democracy programs to $65 million and issued an open call for proposals 
in March. The call for proposals was based on a series of listening sessions with 
Egyptian organizations, and it reflects identified priorities to increase civic engage- 
ment, support the upcoming elections and political party development, promote 
transparency and accountability, improve access to justice and protect human 
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rights, and develop mechanisms for sustained citizen participation. USAID is mov- 
ing quickly to support new Egyptian initiatives in these areas, and to continue and 
expand the work of organizations such as NDI and IRI. 

In addition to the call for proposals, USAID has mohilized its network of existing 
civil society grants to respond rapidly to new opportunities. For example, Egyptian 
and U.S. organizations have changed their programs to provide direct medical 
assistance and legal advice to those injured or detained in the protests, to share 
transition experiences from other countries, to evaluate options for administering 
elections, to consider the role of women in the transition, and to host dehates and 
conferences on constitutional reforms. 

Question #53. Is USAID reviewing other Egyptian programs that are either less 
relevant in the new context or underperforming, in order to potentially free up addi- 
tional resources? 

Answer. USAID is reviewing its programs constantly to ensure they are relevant 
to the evolving situation. Immediately after the revolution, USAID conducted a de- 
tailed review of each program to identify areas for adjustment, expansion, or dis- 
continuation. 

USAID redirected funds to support the Annual Program Statements (APS) issued 
to address needs related to the transition, focusing on short-term efforts in areas 
such as job creation, civic participation, media, and preparation for the coming elec- 
tions. It is also making an effort to do more work directly with NGOs. However, 
it should be noted that performance has been on target and efforts have continued 
throughout the transition. Nonetheless, USAID has delayed start of new programs, 
such as activities addressing health, education, youth, education activities, and 
trade to free up resources for Washington priorities such as debt relief, OPIC en- 
gagement, and the proposed Enterprise Fund. 

USAID will continue to pursue interventions with the Egyptians that address eco- 
nomic growth challenges such as job creation, efforts to promote decentralization, 
community development, small and medium enterprise business development, busi- 
ness lending, job skills and vocational training, entrepreneurship, and youth partici- 
pation. It will also continue to address needs to ensure equitable participation by 
NGOs, and free and fair elections. Though at times, difficult tradeoffs may have to 
be made, USAID will continue to pursue activities that are relevant for the Egyp- 
tian context. 

Question #54. During the hearing, you mentioned that you were working with 
Minister Fayza Abul Naga, who was in town, and that we have been working with 
her for years. 

• Does she represent a new way of thinking in the current government? Is she 
bringing forth new ideas that will help put the powerful Egyptian economy back 
on track? 

Answer. Minister Abul Naga served in the Mubarak administration from 2001 
until Mubarak recently left office, first as the Minister of Foreign Affairs, then as 
the Minister of Planning, and finally, as the Minister of International Cooperation. 
As a high-level official throughout the latter part of the Mubarak era, she does not 
represent a new way of thinking. The Minister supports donor assistance that is 
planned and managed bilaterally at the government level, and her objection to 
USAID’s direct engagement with NGOs and the private sector clearly represents an 
old way of thinking. She also opposes USAID assistance to unregistered NGOs. The 
Minister considers that the Egyptian Government is in the best position to prioritize 
the needs and improve the lives of the Egyptian people. In this light, the GOE has 
identified, among other priorities, promoting low-cost housing construction, devel- 
oping small- and medium-sized enterprises, increasing youth employment opportuni- 
ties, and bilateral debt forgiveness. USAID is consulting with the GOE on these 
government-led priorities, and will also continue direct engagement with, and direct 
assistance to, civil society organizations. 

Questions #55, 56, 57. During the hearing, you mentioned that you were working 
with Minister Fayza Abul Naga, who was in town, and that we have been working 
with her for years. 

• Mrs. Abul Naga was appealing for debt relief. Please provide the latest Paris 
Club figures on the Egyptian debt situation. 

• What percent of Egypt’s debt is to the United States and what is their debt to 
reserve ratio? 

• How does Egypt’s debt situation compare to other countries globally with simi- 
lar per capita GDP? 



50 


Answer. Paris Club claims in Egypt amounted to $16.8 billion as of December 31, 
2010, and include previously rescheduled and new bilateral loans from Paris Club 
members. 

Egypt’s total external debt at the end of 2010 was $35 billion, around 14.7 percent 
of GDP. Net International Reserves fell to $28.0 billion at the end of April 2011. 
The ratio of short-term external debt to international reserves is still low, just over 
10 percent. The total debt to reserve ratio is roughly $35 billion/$28 billion. Short- 
term external debt is around $3 billion to reserves of $ 28 billion. 

The United States holds 9.4 percent of Egypt’s total external debt. Japan (12 per- 
cent), France (11 percent), and Germany (10.7 percent) are the only countries that 
hold more. Arab countries hold 4.4 percent (mainly Kuwait, Saudi Arabia, and 
UAE). 

Countries with similar per capita incomes to Egypt have a wide range of indebted- 
ness. Egypt’s $35 billion in external debt is in the medium to low range compared 
to others with similar per capita incomes. 

Questions #58, 59. What impact will relieving Egypt’s debt have on their economic 
recovery at this point in time? What would providing debt relief to Egypt cost the 
U.S. taxpayer, and how would it be funded? 

Answer. Through the interagency process, we are discussing a variety of 
short-, medium-, and long-term economic reforms and interventions, of which debt 
relief or a debt swap are possibilities. No final decisions have been made. Debt relief 
would ease some long-term budgetary pressures, and reduce the costs of borrowing 
for Egypt in the near term. However, other more targeted programs are necessary 
to address the short-term needs of Egyptians confronting the negative impacts of 
the recent economic downturn. A debt swap could include programs jointly funded 
by the United States and the GOE to address economic growth issues. 

Depending on what option is selected, we will discuss with the Congress the costs 
and implications of that intervention. 

Question #60. What other options are there to outright forgiveness, such as 
deferment, and what would that cost in terms of ESF? 

Answer. USAID is working with the interagency to identify the most appropriate 
interventions for Egypt, including debt forgiveness, deferment, debt swapping, or 
loan guarantees. Fiscal stability in Egypt is a critical need during the transition, 
and as we discuss intervention options within the administration, we will continue 
to work closely with the World Bank and International Monetary Fund about ways 
the debt issues can be addressed. 

The cost of each option varies depending on its scope and timeline. Full debt for- 

f iveness would cost nearly $1 billion. A 1-year deferment would cost approximately 
20 million. Given the range, and limits of USAID’s budget, we believe that coordi- 
nating with international partners gives the administration the greatest leverage. 

Question #61. Tourism makes up some 16 percent of the Egyptian economy, what 
can be done to get that back up and running quickly? 

Answer. Tourism, a vital sector in Egypt’s economy, has been hard hit since the 
revolution. Tourist arrivals dropped by over 80 percent in February from the pre- 
vious February. The economy has lost around $1 billion each month due to low tour- 
ism revenues, and is expected to lose between $4-$7 billion in total. Air carriers 
have cancelled routes to Egypt, leaving about 40 percent fewer flights available. 

Given the size of the sector, USAID is reviewing potential interventions related 
to international and regional marketing, training in tourism services; and diversi- 
fying tourism options in cultural, volunteer, vacation and eco-tourism. In addition, 
economic growth proposals related to tourism have been solicited under the Annual 
Program Statement and are under review. 

USAID continues to support improvements in the business regulatory environ- 
ment, including in the tourism sector. The reprogrammed $100 million Annual Pro- 
gram Statement for economic growth encourages proposals from businesses and 
NGOs in the tourism sector and will support innovative and promising ideas for 
rapid recovery in the sector. 

Questions #62, 63. Some, including the Secretary of State have suggested that 
Egypt is ripe for an Enterprise Fund. Do you agree? 

What specifics can you share about liquidity in the Egyptian economy, and what 
would encourage investment in this period prior to elections slated for the fall? 

Answer. The Obama administration is working with a bipartisan group of Mem- 
bers of Congress to establish an Egypt-American Enterprise Fund that will stimu- 
late private sector investment, support competitive markets, encourage public- 
private partnerships, and provide businesses with access to low-cost capital. 
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As a private nonprofit entity, the fund would have wide latitude in the types of 
investments it undertakes. This flexibility is important because it will allow Fund 
managers to target the most appropriate segments of the E^ptian market for in- 
vestment. The amount of capital available in Egypt is not the issue — a large number 
of local and international investment firms are active there, and banks tend to have 
sufficient liquid capital. The loan to deposit ratios of banks is below 50 percent, 
meaning banks have room to expand lending significantly. 

Pending congressional approval, the Egyptian-American Enterprise Fund will be 
a not-for-profit, privately managed corporation launched with U.S. grant assistance 
and governed by a joint American-Egyptian board of directors. The United States 
plans to capitalize the Fund with up to $60 million of Egypt ESF funding. The Over- 
seas Private Investment Corporation (OPIC) through separate funding streams 
would then be able to partner with the fund to offer cofinancing downstream for 
OPIC-eligible investments. 

Investors are generally hesitant about making new commitments in Egypt, al- 
though several U.S. firms with long-term Egyptian operations such as Apache Cor- 
poration, Coca-Cola, and G.M. have told us that they are continuing with previously 
planned investments. Many, especially potential new investors, are taking a “wait 
and see” approach before making commitments and it will take time to fully restore 
investors’ confidence in Egypt. 

For their part, the Egyptian Government has said that they will not roll back the 
series of market-based economic reforms which began in 2004, and they are cog- 
nizant of the positive role international investors can play in their economic recov- 
ery. At the same time, the new government will need to make sure that any new 
economic policies address the concerns of Egypt’s citizens and ensure that the bene- 
fits of economic development are enjoyed by all segments of Egyptian society. 

The Obama administration is taking steps to address the private sector’s concerns 
about doing business in Egypt, and is working closely with the U.S. Chamber of 
Commerce to coordinate our efforts. In early June, a delegation from the Chamber’s 
U.S. -Egypt Business Council will travel to Cairo to meet with government and busi- 
ness leaders. In late June, the U.S. Trade and Development Agency is hosting a 
2-day Egypt trade and investment forum in Washington, DC, which will imme- 
diately be followed by four reverse trade missions of Egyptian company representa- 
tives to different cities in the United States. The Department of Commerce is also 
considering sending trade delegations to Egypt later this year. 

Question #64. Is your economic development strategy long term or short term? 
What is the view of the World Bank on this, I understand they have had a $300 
million offer on the table for some 2 years with no takers. 

Answer. USAID’s economic development strategy combines long-term program- 
ming with short-term steps to meet immediate technical assistance needs of the 
GOE during this period of democratic transition and economic stress. The World 
Bank’s strategy is similar as it is providing development policy loans that are fast 
moving but require reforms to promote long-term stability and growth. 

The World Bank has provided two $300 million loans to the GOE; one in the area 
of finance to SMEs, and the other providing targeted subsidies to expand affordable 
housing and mortgages. The SME finance loan is moving ahead, albeit at a slower 
rate than planned. The first $100 million of the housing loan has been disbursed 
but the remainder is in question due to diminished GOE support in this area. 

Question #65. I understand that the coming elections in Egypt will be open to ob- 
servers. What plans is USAID initiating to participate? 

Answer. Previously, USAID has supported extensive domestic election observation 
programs in Egypt, fielding more than 5,000 formal observers in the 2010 
parliamentary elections and providing other more informal observation efforts, in- 
cluding citizen journalists, bloggers, and direct voter reporting of conditions inside 
polling stations. 

USAID plans to support both domestic and international observation for the 
parliamentary and Presidential elections, and is currently reviewing a number of 
applications for these activities. 

FOREIGN ASSISTANCE TRANSPARENCY 

Question #66. The International Aid Transparency Initiative (lATI) aims to make 
information about aid spending easier to access, use, and understand. 

• What is your assessment of LATI? Is it useful? 

Answer. The United States welcomes the efforts of lATI to provide a framework 
for aid donors to be more transparent and to develop a common international stand- 
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ard for the publication of aid information. Yes, the United States has found lATI 
to be a useful point of reference as the USG develops a standard process for col- 
lecting and disseminating data on international aid flows across U.S. agencies in 
fulfillment of our aid transparency commitments under the Paris Declaration on Aid 
Effectiveness, the Accra Agenda for Action, the President’s commitments at the 
Pittsburgh G20 Conference, and the Open Government and Transparency initiative. 

Question #67. How does the information disseminated through lATI differ from 
that of the USAID dashboard? 

Answer. As a point of clarification, the Foreign Assistance Dashboard Version 1.0 
was launched in December 2010 by both State and USAID and is maintained by 
the Office of the Director of U.S. Foreign Assistance at the Department of State. 
Most of the information fields in the lATI standard are similar to the data fields 
being developed for future versions of the Dashboard. 

One difference is the scope of aid information. lATI centers on Official Develop- 
ment Assistance (ODA) from donor countries, and facilitates other official flows and 
those of private philanthropic organizations (e.g., the Hewlett Foundation, which re- 
cently began reporting in the lATI format). The Foreign Assistance Dashboard cov- 
ers only USG foreign assistance (including ODA, other official flows, and military 
grant flows) and excludes both USG foreign credit flows and aid flows from private 
U.S. philanthropic organizations. 

Another difference lies in the reporting of forward aid budget/spending levels. 
lATI requests levels in detail for 3 years out from the current operating year. The 
USG does not plan multiyear requests, so the Dashboard will only include informa- 
tion for 1 year out from the current operating year. 

Question #68. Is the administration planning to sign up for lATI? Why or why 
not? 

Answer. The United States does not currently plan to sign up for lATI in light 
of the forward spending requirement and the opened-end financial commitment to 
implement and maintain the lATI Secretariat. 

However, the United States has participated in the lATI Technical Advisory 
Group (TAG) from its inception. The TAG developed the lATI standards and formats 
that were adopted by the signatories in June 2010. The United States does plan to 
enable a cross-walk of the Foreign Assistance Dashboard information to the lATI 
format in the future, where consistent with U.S. law and policy. 

BUDGET SUPPORT 

Question #69. Which countries receive budget support from the U.S. Government? 
How much do we provide and how much is the administration requesting to provide 
(FYll and FY12)? 

Answer. The below FY 2011 and FY 2012 levels reflect the President’s requests; 
actual allocations may change depending on need and consistent with legislative au- 
thorities. 


Country 

FYIO Actual 

FYll Request 

FY12 Request 







$0 

$0 



$0 

$0 





Pakistan 

$860 million** 

$763 million*** 

$749 million t 







to 

iin 



* Figure reflects planned on-budget assistance for Afghanistan. Legislative restrictions have prevented the use of FY 2010 funds for gov- 
ernment-to-government assistance and assistance that supports the Government of the Islamic Republic of Afghanistan until certain Secretary 
of State certification requirements were met. With the recent Secretary of State certification that the legislative requirements have been met, 
USAID will obligate FY 2010 funds for on-budget assistance programs. 

** Approximately $860 million of FY 2010 is on-budget based on the current budget, taking into account changes notified in CN #62 {flood 
reprogramming) 

*** Approximately $763 million is on-budget based on a 55% on-budget level of the FY 11 CBJ Request of $1,388 billion (USAID-managed 
funds). 

t Approximately $749 million is on-budget based on a 55% on-budget level of the CBJ request level of $1,361 billion (USAID-managed 
funds), 

ft Of the $200 million FY 2011 requested for budget support for the West Bank/Gaza, the USG has already provided $150 million, as noti- 
fied by USAID on October 7, 2010. 


Question #70. Do all countries that receive budget support from the U.S. publish 
their budgets and make their budget information accessible and understandable? If 
not, which countries do not provide such information? 
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Answer. U.S. foreign assistance is prohibited to the central government of any 
country that fails to make its national budget publicly available on an annual basis 
barring a transparency waiver from the Deputy Secretary for Management and 
Resources. The Department of State conducts an annual fiscal transparency review 
to process to comply with the legislation and effect positive change toward better 
fiscal transparency in the countries that need it. In FY 2010, of the countries that 
received budget support, Egypt and Afghanistan required waivers in order to con- 
tinue to receive USG assistance. We continue to work closely with those govern- 
ments in order to improve the credibility and completeness of the budgetary infor- 
mation that they make available to the public. 


Responses of Daniel Yohannes to Questions Submitted by 
Senator Richard G. Lugar 

results 

Mr. Yohannes, you have previously noted that MCC is distinguished by its “com- 
mitment to technically rigorous, systematic, and transparent methods of projecting, 
tracking, and evaluating the impact of our programs.” 

Question. What have you learned from MCC’s evaluations? 

Answer. We will have independent third-party evaluations on almost every one 
of our projects. Most evaluations require substantial efforts to collect end-line data 
that can begin only after investments have been completed, and this often happens 
close to the end of a compact. More time is required for data analysis and discus- 
sions around draft findings. As a result, most evaluations are expected approxi- 
mately a year after a compact’s completion. The first compacts with Honduras and 
Cape Verde were completed last September and October, respectively, and as a re- 
sult, the first evaluation results are expected later this year. 

It is important to focus on results throughout the compact’s life, however. In the 
beginning, targets help us and our partners set our sights on the results that mat- 
ter. During implementation, monitoring results helps us identify trends that can 
lead us to make mid-course corrections, and at the end help us be accountable to 
taxpayers and other stakeholders. Not all the results will be positive, but commu- 
nicating even negative results is a fundamental part of MCC’s commitment to trans- 
parency and learning. 

We have closed our first two compacts in Honduras and Cape Verde, where posi- 
tive income gains are being reported by the respective MCAs. Preliminary data from 
the project implementer shows that Honduran farmers assisted by the compact have 
seen their annual net income per hectare planted rise from a baseline of approxi- 
mately $1,880 to $3,550 on average after 2 years of assistance, a gain of 88 percent. 
We look forward to the impact evaluation findings later this year to verify these and 
other effects of MCC’s investments in Honduras and Cape Verde. 

MCC has significant implementation results to report, which matter because they 
are the drivers of the income gains we aim to achieve and what we track. For exam- 
ple, MCC funded projects have: 

• Placed over 88,500 hectares under improved agricultural production; 

• Completed 517 educational facilities; and 

• Formalized land tenure for almost 40,000 hectares. 

On policy results, many MCC compacts support policy reforms that help maximize 
the impact and sustainability of MCC’s investments, and create conditions for con- 
tinued growth. For example, the Honduras Compact supported a reform in the 
financial sector to significantly expand access to credit by letting borrowers use new 
and different kinds of collateral. This law, the first of its kind in Central America, 
has now become a model for the region. 

Question. Have MCC compacts achieved their expected economic rate of return? 

Answer. MCC makes long-term investments in economic growth and poverty re- 
duction, and our due-diligence process includes estimating the expected impact. 
These estimates are based on models, data, and assumptions that follow standard 
procedures but that vary by country and activity, often depending on the specific 
design of the activity and the data available. These economic rates of return are cal- 
culated based on a 20-year investment horizon, so we do not expect that compacts 
will achieve their expected rates of return immediately upon completion. However, 
about a year after compact closure we receive results of independent impact evalua- 
tions that use real monitoring data from the compact programs to reestimate ERRs 
for every compact project, based on what was actually achieved during the compact. 
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We anticipate that some of our projects will meet or exceed the preinvestment esti- 
mates, but some will not achieve the expected rates of return. 

We already know, for example, that a number of our earliest infrastructure in- 
vestments experienced higher than anticipated costs during implementation. In such 
cases, we work together with our country partners to decide which activities go 
forward, and the result of higher costs and fewer activities usually implied lower 
than anticipated returns. However, in many cases, it is possible to shift funds to 
those activities with the highest returns which, even given the higher costs, are still 
expected to generate positive net returns on investment. 

Question. What should be done differently to increase the impact of MCC 
programs? 

Answer. MCC is a learning institution, and our results framework actually serves 
as a direct feedback loop for taking information from past programs and using it 
in the design of future programs. This mechanism ensures that we will use the re- 
sults of impact evaluations to inform how we design investments for greater impact. 
We are already doing a lot to improve our programs, based on our first years of im- 
plementation experience. 

For example, we are increasingly recognizing that policy reforms can be an essen- 
tial part of increasing impact and sustainability of investments. For this reason we 
are making policy reform a bigger and more explicit part of compacts. The recently 
signed Malawi Compact is a great example — it includes a $25 million project to sup- 
port policy reforms and institutional capacity-building in the energy sector. We are 
also seeking more private sector partnerships that bring additional resources and 
talent to MCC investments, as a way to increase impact and sustainability. 

COMPACT COSTS APPEAR TO EXCEED BENEFITS 

Question. Following up on my question about MCC’s calculation for the amount 
of benefits each compact provides, it appears Congress has appropriated for four 
MCC compacts more than those compacts provide in benefits. The four compacts are 
with Mali, Moldova, Namibia, and Vanuatu compacts. Specifically, the NPV of the 
$460 million Mali compact is $457 million; the NPV of the $262 Moldova compact 
is $260 million; the NPV of the $304 million Namibia compact is $240 million and 
the NPV of the $65 million Vanuatu compact is $54 million. 

• How do you explain this phenomenon? 

• Why would the costs exceed the benefits of these compacts? 

• Does this indicate something about the MCC criteria, forecasts, or analysis? 

Answer. The figures cited above are for total (undiscounted) compact costs and 

discounted benefits, and therefore do not reflect an apples-to-apples comparison of 
costs and benefits. As described below, it is useful to compare compact costs, dis- 
counted over 5 years (the implementation period of the compact), with projected 
compact benefits, discounted over 20 years. With this comparison, the benefits of 
these four compacts exceed their costs. 
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Compact 

o 

Compact Amount' 
(millions USS) 

a 

PV of Costs^ 
(discounted 
millions US$) 

B 

PV of Benefits' 
(discounted 
millions USS)_ 

B 

Benefit/Cost 

Ratio 

B 

Mali 

s 

460.8 

$ 


$ 

457.1 

1.30 

Moldova 

s 

262.0 

s 

176.5 

$ 

259.9 

1.47 

Namibia 

$ 

304.5 

s 

213.4 

$ 

240.5 

1.13 

Vanuatu 

$ 

65.7 

$ 

52.6 

$ 

54.0 

1.03 


Notes: 

1 . Compact costs encompass any full or partial compact terminations. 

2. Present Value (PV) of costs is equal to the sum of all projected MCC investment costs within the 
compact period evaluated at a 10 percent discount rate. Annual costs were obtained from the financial 
plans listed in Annex III of each compact and discounted at 10 percent per year over five years. Compacts 
that included CIF were discounted over six years (CIF + 5 compact yrs). Any terminated funds have been 
subtracted from annual costs, starting with the final year of the compact and working backward. 

3. PV is equal to the sum of all projected benefits accruing within the expected lifespan of the project 
evaluated at a 10 percent discount rate. Estimates of the PV of benefits are based on the most recent ERR 
models available and will be updated when project design or costs change significantly. Where compacts 
have been terminated early, the benefits have been reduced accordingly. Impact evaluations after the 
conclusion of each compact will give better estimates of total benefits. 

MCC is making long-term investments in poverty reduction. When making an in- 
vestment decision, MCC starts with the basic question — do the expected returns on 
investment, in terms of increased incomes for people in our partner countries, justify 
the costs of the program? Like any investor, we expect the benefits of our programs 
to accrue for years after the initial investment is made. For this reason, we estimate 
the total benefits — increased incomes — of our compacts over a 20-year period. Also, 
like any responsible investor estimating a return on an investment, we discount 
gains to reflect the idea that future dollars have lower value the farther out in time 
they are. MCC publicly reports these discounted total benefits as the estimated im- 
pacts of our compact programs. We also routinely report total compact amounts, but 
have not typically presented them in their discounted form. We are certainly willing 
to do so in an effort to present an apples-to-apples comparison that discounts both 
the dollars and the estimated benefits. 

Indeed, when MCC makes an investment decision, we do that apples-to-apples 
comparison through a benefit-costs analysis. Our current practice is to look for in- 
vestments where ex ante analyses indicate that the Estimated Rate of Return (ERR) 
is expected to meet or exceed 10 percent. MCC also sometimes reports net present 
values (NPVs) or Present Value of Benefits, as they can be easier to interpret than 
ERRs. These NPV calculations compare total benefits, discounted over the life of the 
project (usually 20 years), with the total compact costs, discounted when they are 
incurred (all MCC costs are incurred during the 5-year implementation period). The 
practice of discounting costs and benefits when they occur is consistent with 0MB 
Circular No. A-94, “Guidelines and Discount Rates for Benefit-Cost Analysis of Fed- 
eral Programs.” 

Question. While one could argue that the disbursements of the compact could be 
discounted over the term of their disbursement/compact term, it would be inappro- 
priate for the costs of the compact to be discounted during the 20-year period that 
you referenced at the hearing. If the benefits of the compact only slightly exceed 
the discounted costs, a financier would argue that the country could be better off 
investing the compact funds in the risk-free asset. 

• How can these four compacts be justified? 

• Did the expectation of benefits from these four compacts change during imple- 
mentation? 

Answer. MCC agrees that costs should be discounted over 5 years and, indeed, 
the discounted costs cited at the hearing were actually discounted over 5 years 
rather than 20, while discounted benefits cited were discounted over 20 years. The 
four compacts in question can be justified based on the comparison of discounted 
costs and discounted benefits, as described above. 
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SECOND COMPACTS 

Question. Though MCC was not intended to provide perpetual development aid, 
the MCC Board has declared that three countries are eligible for second compacts — 
Cape Verde, Georgia, and Ghana. In these difficult fiscal times, how do you balance 
offering a country a second compact with tr 3 dng to affect change in a new country 
with a first compact? 

Answer. MCC’s mandate is to partner with countries where investments will have 
the greatest potential returns in terms of poverty reduction and economic growth, 
and where U.S. taxpayer resources can be used most effectively. In some cases the 
greatest opportunity for impact may be in deepening partnerships with existing 
MCC partner countries. MCC’s authorizing legislation specifically allows for MCC 
to pursue subsequent compacts. 

MCC does not have an inherent preference for working with new or existing part- 
ners. The MCC Board of Directors makes decisions on which countries are eligible 
for MCC assistance. The Board’s determination of eligible countries is based pri- 
marily on country performance on MCC selection indicators. In determining country 
eligibility, the Board also considers the opportunity to reduce poverty and generate 
economic growth within a country, and the availability of MCC funds. 

MCC’s Board is extremely selective when determining eligibility for subsequent 
compacts. Of the eight countries that will conclude compacts by the end of 2011 
(Armenia, Benin, Cape Verde, Honduras, Ghana, Georgia, Nicaragua, and Vanuatu), 
MCC’s Board has only selected three as eligible for a second compact — Cape Verde 
in FYIO and Georgia and Ghana in FYll. 

MCC’s engagement with partner countries is not open-ended. MCC carefully con- 
siders the appropriate nature and duration of each country partnership based on the 
country’s policy and implementation performance, as well as the opportunities to 
have an impact on growth and poverty reduction. This includes consideration of the 
potential sustainability of MCC’s investments, and on the country’s ability to attract 
and leverage public and private resources in support of development. MCC’s tar- 
geted, selective engagements are critical to ending the cycle of aid dependency, en- 
suring sustainability, and promoting country ownership. 

LEGISLATION 

Question. Is MCC seeking any legislative authority changes? If yes, what are they 
and why is MCC seeking those changes? 

Answer. Yes, MCC is seeking legislative authority changes. One such change is 
concurrent compact authority, which would allow MCC to have multiple compacts 
with a country at once, and to start projects at staggered times to improve project 
management and allow for more innovation and creativity in program design. MCC 
would be able to start projects when ready rather than holding the entire package 
until all projects are ready — and disbursements on average should begin sooner. 

In exceptional circumstances, an authorization change could allow MCC to extend 
compacts for up to 2 years (e.g., natural disaster, termination of a nonperforming 
contractor, or other events outside the recipient’s control). 

MCC has also sought legislative changes aimed at ensuring that changes in coun- 
tries’ income categories do not prevent the agency from working with the best policy 
performing countries that also have populations living in extreme poverty. Sudden 
shifts in income category, due in part to changes in global inflation and exchange 
rates, pose serious policy and structural issues for MCC. These and other economic 
trends mean a substantial number of compact-eligible countries are now in the Low 
Middle Incoming Country (LMIC) category. 

Each year, countries abruptly graduate from one income category to another with 
no transition period. This impacts whether they can be candidates for MCC assist- 
ance at all, and changes both the policy performance standards against which they 
are measured and the levels of funding that they can receive. 

MCC will work with members of your committee, the House authorizing com- 
mittee, and others in the Congress to make these important legislative adjustments. 

INDONESIA 

Question. Please describe the process that determined the climate change focus of 
the Indonesia compact. What other types of projects were considered? How does the 
efficiency of the current Indonesia compact focus compare to alternative projects 
that were considered? Is there a tradeoff between MCC’s core goal of promoting eco- 
nomic growth with other political goals? 

Answer. Indonesia has been developing its compact since it was selected by MCC’s 
Board of Directors as eligible for compact assistance in December 2008 (FY09). 
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When the Board takes such a decision, it not only declares that the country in ques- 
tion is eligible for assistance, but it invites that country to submit a proposal, and 
directs MCC to “seek to negotiate a compact” with the country. Since that decision, 
MCC has undertaken compact development activities in partnership with the Gov- 
ernment of Indonesia. 

Indonesia underwent a rigorous analysis to identify economic constraints in 2009, 
which was followed by an extensive consultative process that the government con- 
ducted. While the government considered a broad range of themes, including a 
microfinance apex institution to building infrastructure for universities, that were 
submitted to MCC in 13 concept papers, these and other ideas were dropped fol- 
lowing an initial screening against MCC investment criteria which included some 
comparison of efficiencies between projects as well as preliminary analysis of eco- 
nomic returns and potential beneficiaries. 

In September 2010, the Government of Indonesia decided to move forward with 
three investment themes: (1) green prosperity to support a low-carbon sustainable 
growth strategy; (2) procurement modernization to streamline and professionalize 
public procurement in order to reduce corruption and increase efficiency and effec- 
tiveness; and (3) access to basic services for economic growth — to address workforce 
development and early childhood stunting, two significant issues in Indonesia. 

ENGAGEMENT 

Question. Over the years, I have encouraged the MCC to engage with the private 
sector, foundations, nongovernmental organizations, and other donors to develop 
new funding and implementation partnerships and am pleased that the MCC is now 
doing so. How is MCC working to leverage its investments? 

Answer. MCC is working with other donors, often expanding the projects of other 
donors (e.g., the World Bank’s Kalahi-CIDSS project in the Philippines), building on 
foundational project work (e.g., the Asian Development Bank (AsDB) on vocational 
education in Mongolia) and designs (e.g., the AsDB in Mongolia on roads) by other 
donors, developing coordinated implementation (e.g., the European Bank for Recon- 
struction and Development, the World Bank, and MCC on the Regional Infrastruc- 
ture Project in Georgia), and working to extend MCC project impact (e.g.. New Zea- 
land Aid Programme and AusAid in Vanuatu). A standard feature of MCC compact 
development is holding information and coordination meetings with donors in- 
country to maximize the opportunities to build on and supplement one another’s 
work. Increasingly, MCC is proactively seeking opportunities to divide efforts along 
lines of cost-effectiveness and skill sets. Other donors are also interested in this 
approach. Both AusAid and the New Zealand Aid Programme have been actively 
expressing interest in working with MCC to design a cost-effective strategy for co- 
ordinated efforts in the Pacific region. 

We are also working to develop a more proactive partnership outreach to the pri- 
vate and nongovernmental sectors. During compact development, MCC solicits input 
from the private and nongovernmental sector, and representatives of these interests 
are included in the countrywide consultations. More directly, many MCC programs 
are specifically designed to promote private sector activity (e.g., credit lines, grants 
to farmers, training to improve skills and productivity). In addition, there are al- 
ready a number of examples of engagement with the private sector in investment 
and management, as opposed to procurement (e.g., El Salvador, Ghana, Jordan, 
Mali). The Agricultural Business Initiative in Ghana, Mali, and Morocco was de- 
signed as a pilot in attracting private sector investment to extend the impact of 
MCC-funded projects. MCC has recently introduced an Annual Partnership Solicita- 
tion, on grants.gov, which is intended — as the name suggests — to solicit interest 
from the private and nongovernmental sectors in partnership and investment in 
MCC countries. 

MCC is also working with other USG agencies, including OPIC, USTR, and 
USAID, to capitalize on opportunities to bring together our respective programs fos- 
tering private sector engagement in development. Finally, there have been outreach 
events focused on diaspora communities, including the Armenian and Salvadoran 
communities. Engagement with the private and nongovernmental sector, as well as 
donors and other potential partners, has been identified as among key priorities for 
MCC now and in coming years. 

Last, MCC’s new “Invitation to Innovate (I to I)” plan is a framework designed 
to facilitate the development of partnerships with the private sector and nongovern- 
mental organizations (NGOs). 
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EARLY TERMINATIONS 

Question. Before you joined the MCC, compacts were terminated early or sus- 
pended in Madagascar, Nicaragua, Honduras, Armenia. Since your arrival, none 
have been terminated. What caused the early terminations and was done to prevent 
them? 

Answer. MCC terminated the Madagascar compact in full, and suspended or ter- 
minated parts of the compacts in Nicaragua and Honduras and placed part of the 
Armenia compact under operational hold. In all cases, MCC’s Board made these de- 
cisions in response to a pattern of actions inconsistent with MCC’s eligibility cri- 
teria. The Board has shown its willingness to make difficult decisions and hold 
countries accountable. 

MCC selects partners where conditions are best for growth, poverty reduction, and 
effective use of scare development resources. But development is an inherently risky 
business, and many countries’ democratic institutions are more vulnerable than we 
would like. 

MCC communicates very clearly to our partners that we expect them to adhere 
to our high standards for governance and that we will hold countries accountable 
for sustaining good policy performance. MCC maintains an active policy dialogue 
with countries during compact implementation, and makes it clear that countries 
are expected to maintain or improve policy performance. 

MCC’s indicators are good at measuring current policy performance, but no one 
can predict with certainty the future behavior of our partner country governments. 

TECHNOLOGY 

Question. How has MCC used technology in its compacts? What more can MCC 
do to utilize technology to increase the amount of benefits each compact generates? 

Answer. Technology adoption has been employed across a range of compact invest- 
ments. For example, information technology systems have been employed widely for 
the performance, procurement, and financial management systems that our partner 
countries have employed to effectively manage compact resources. 

As part of its partnership with MCC, Cape Verde will expand upon its e-govern- 
ment system to elevate efficiency and transparency of its procurement system to 
world class standards. MCC will support NOSi (Operational Nucleus for the Infor- 
mation Society), the Cape Verdean agency responsible for e-government, by pro- 
viding equipment, software, and technical expertise. Roughly $1 million in compact 
funds have been allotted to strengthening Cape Verde’s e-government system. 

The Cape Verdean e-procurement system will serve as the backbone of compact 
procurements in the areas of infrastructure, agriculture support, and private sector 
development. The system will standardize purchasing procedures and terms and 
conditions. For the average citizen, this translates into the guarantee of a less cor- 
rupt, more transparent and efficient use of government resources. 

Compacts in Lesotho, Nicaragua, and Benin have employed IT to modernize their 
land registries and implement land tenure policy reforms supported by MCC. The 
design and construction of major road, water, irrigation, and other public works has, 
where appropriate, employed advanced technologies to ensure that compact invest- 
ments are durable and of quality. The Honduras Compact also includes two main 
subactivities surrounding the implementation of a movable property registry — hiring 
a consulting firm to provide legal technical assistance to implement a secured trans- 
action law to allow for the use of movable property guarantees and technical design/ 
implementation of a movable property registry system — authorized by the aforemen- 
tioned law. 

MCC is funding the Automated Clearing House which will connect Lesotho’s 
major commercial banks to a provider in South Africa to speed the clearing of 
checks. MCC is also funding a debit smart card activity being implemented by the 
Lesotho Post Bank, which will facilitate deposits, withdrawals, and retail trans- 
actions in fairly remote areas to holders of biometrically secured smart cards. 

In Ghana, MCC has funded the computerization and automation of the entire net- 
work of 120 plus rural banks and their more that 500 branches including modern 
banking software, LANs, and satellite dishes for each branch to connect to its HQ 
office and to connect all of the banks to the national payments system thus enable 
transfers such as government payments and remittances. MCC is also funding the 
computerized data center at the ARB Apex bank, the regulator of the rural banking 
network to support the newly automated transaction capacity using the satellite 
technology. 

Millennium Challenge Account- Armenia, in collaboration with ACDI/VOCA, 
VISTAA and the Federation of Agricultural Associations found an innovative way 
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to address the lack of reliable information about current market prices by taking 
advantage of widespread cell phone use in Armenia. The innovation is the Armenian 
Agricultural Market Information System (ARMIS), which sends out daily fruit and 
vegetable prices from large markets in the Yerevan, Armavir, Lori, and Shirak re- 
gions upon text message request. Farmers pay a small fee per text message, ensur- 
ing that there is demand for this service and long-term sustainability of its oper- 
ations. Farmers text message using a 4-digit crop- and market-specific number, 
which triggers an automated response via text message from the ARMIS system. 
With this information, farmers can bargain and negotiate with potential produce 
buyers from a stronger competitive position. 

Cell phones are also used in Honduras to improved communication between grow- 
ers with other growers, technicians, buyers, input suppliers, and transport and serv- 
ices providers. What used to take days to find out before can now be obtained in 
minutes, better decisions can be taken which save or earn money (e.g., market con- 
ditions/prices, buyer volume needs, pickup and delivery dates, input costs, coordi- 
nating logistics). Market prices are sent automatically to cell phones or accessed by 
calling a number. This knowledge of actual market prices (and tendencies) assists 
growers in negotiating farm gate prices for those who sell to intermediaries at farm 
gate. 

MCC also takes the sustainability of its investments seriously, and examines the 
capacity of its partners to sustain such technologies once compact investments are 
complete. 


INNOVATION 

Question. What innovative development programs has MCC supported? Which 
ones seem promising? What have you learned from the innovations that have not 
succeeded? 

Answer. One of MCC’s greatest innovations is its model — MCC’s ability to respond 
to partner countries’ long-term development priorities, to base investment indecision 
on rigorous economic analysis, to put countries in the driver’s seat when imple- 
menting programs, to be transparent in projection and achievement of results, and 
to hold firm on policy performance are innovations in and of themselves. 

MCC has worked on a wide range of projects, from traditional infrastructure 
projects, to agriculture, irrigation, water and sanitation, land tenure, and various 
microenterprise and small business support projects. The innovation of our model, 
which emphasizes country ownership, ensures that the countries themselves identify 
their project priorities. 

Last month, I launched a new initiative called “Invitation to Innovate (I to I).” 
Through this program, we will seek innovative ideas from the private and non- 
governmental sectors to support MCC’s mission. Partnerships solicited through the 
Annual Program Statement are expected to provide new funding opportunities, 
introduce new technologies and approaches for development, increase the sustain- 
ability of MCC investments, and enhance training and expertise in the implementa- 
tion of MCC compacts. Partners may include private sector companies, nongovern- 
mental organizations, social responsibility funds, foundations, other donors, and 
development-oriented investment funds. 


Responses of Daniel Yohannes to Questions Submitted by 
Senator Benjamin L. Cardin 

Question. In working with well-governed, accountable partner countries, the ad- 
ministration has prioritized country ownership as a key component of its develop- 
ment policy, which follows a founding principle of the MCC. 

• How are you helping to build local capacity in-country so that partner countries 
can eventually assume full responsibility for their development? 

Answer. Partner country Millennium Challenge Account (MCA) “accountable enti- 
ties” are primarily responsible for the management and implementation of a com- 
pact agreement, including the conduct and oversight of procurements. These entities 
are entirely staffed by host country citizens. MCC helps build the capacity of the 
accountable entities to execute this responsibility by providing training and contin- 
uous technical assistance on responsible procurement, financial management, and 
technical practices and by facilitating the exchange of best practices among MCAs. 

In Cape Verde, for example, MCC’s compact helped to facilitate a new electronic 
procurement system designed to standardize procurement procedures and provide 
government officials, suppliers, and the public information on procurement rules, 
opportunities, and transactions records. This small investment, together with MCC- 
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supported training of 450 officials from across the government, as well as the gov- 
ernment’s own investments in broadband access and accounting systems, allowed 
Cape Verde to put into practice its new procurement law. The law, modeled on 
international procurement standards such as those used by the World Bank and 
MCC, is designed to increase transparency and efficiency across the public sector. 

MCC’s compact with Ghana includes a procurement capacity project developing a 
cadre of procurement professionals and improving the public procurement capacity 
of the Ghanaian Government. A complementary key to this program’s success is the 
establishment of a professional designation, certification, and career path for pro- 
curement professionals in the Ghanaian civil service. 

Question. Under your leadership, the MCC has made several groundbreaking im- 
provements to gender integration, such as including a focus on gender as one of five 
corporate strategic priorities of the agency, developing operational guidance for how 
to integrate gender throughout the MCA process, and providing incentive awards for 
exemplary staff performance in gender integration. 

• In the context of the FY12 budget, how can the MCC ensure that resources are 
available to support these innovative improvements, which stand not only to im- 
prove the lives of beneficiaries but also to improve the effectiveness of MCA 
projects overall? 

Answer. One of my top priorities is to ensure gender integration throughout the 
lifecycle of MCC compact activities — design, implementation, and evaluation. For ex- 
ample, integrating gender assessment into the project design and tracking is one 
MCC’s corporate goals and MCC staff is trained on and encouraged to incorporate 
gender considerations into their work. As such, MCC is working to mainstream gen- 
der into its business operations and the work of all MCC staff. With regards to 
MCC’s Social and Gender Assessment team specifically, MCC management will con- 
tinue to review staffing needs. 

Question. Experience has shown that gender integration is most successful when 
staff is held accountable to incorporating gender work into their portfolios. Over the 
past year, the MCC has made remarkable improvements in holding MCC staff ac- 
countable for gender integration. 

• Under your leadership, how can you ensure to hold MCA staff and imple- 
menting agencies accountable for their performance on gender integration? 

Answer. MCC has increased the number of staff focused on gender, and, this year, 
we have adopted and begun to implement new gender integration milestones and 
operational procedures in all of our compacts. These milestones and operational pro- 
cedures set the stage for holding both MCC and our partner countries accountable 
for gender integration. For example, MCC is requiring that each new MCA account- 
able entity include a staff member with gender expertise and gender assessment 
and monitoring is required for all relevant activities. 

Question. Two of the countries for which compact funding has been requested in 
FY 2012 — Ghana and Georgia — have already been awarded MCC compacts. 

• If multiple compacts become a common occurrence, do you believe this alters 
the fundamental concept of MCC providing targeted, time-limited support? 

• How would a succession of MCC compacts in a country be different from the 
long-term USAID development model? 

Answer. Engaging in subsequent compacts is consistent with MCC’s model. MCC’s 
authorizing statute specifically authorizes subsequent compacts. MCC’s mandate is 
to partner with countries where investments will have the greatest potential returns 
in terms of poverty reduction and economic growth, and where U.S. teixpayer re- 
sources can be used most effectively. In some cases the greatest opportunity for im- 
pact may be in deepening partnerships with existing MCC partner countries. 

Second compacts may indeed present some of the best opportunities to reinforce 
the key elements of the MCC model. By being very selective in choosing second com- 
pact partners, MCC creates a strong incentive for ongoing policy and implementa- 
tion performance among partner countries. By building on lessons and experience 
in first compacts, second compacts provide good opportunities to drive deeper policy 
reforms and for innovation and new partnerships with private sector and civil soci- 
ety. Continued engagement with a well-performing country gives MCC the oppor- 
tunity to help countries establish a firm path toward growth and greater private 
sector investment and away from dependence on aid. 

A subsequent compact, or even two, in a country would be different from the 
USAID development model in several ways, the most significant of which is MCC’s 
approach to selectivity. MCC’s Board has been very selective in choosing second 
compact partners. Second compacts are not an entitlement, or an assumed follow- 
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on to a first compact. Eligibility for a second compact depends on countries main- 
taining good performance on MCC’s indicators, and on first compact implementa- 
tion. In second compacts will not be the norm because not all current MCC partners 
will have second compacts. MCC will continue to look for country partnerships 
where opportunities are greatest to support economic growth, make investments 
with good returns for poverty reduction, and use scare U.S. development resources 
effectively. In this regard, and as MCC’s authorizing statute envisioned, second com- 
pacts will he a part of MCC’s toolkit to pursue poverty reduction in well-performing 
countries. 

However, MCC’s engagement with partner countries is not open-ended. MCC care- 
fully considers the appropriate nature and duration of each country partnership 
based on the country’s policy and implementation performance, as well as the oppor- 
tunities to have an impact on growth and poverty reduction. This includes consider- 
ation of the potential sustainability of MCC’s investments, and on the country’s 
ability to attract and leverage public and private resources in support of develop- 
ment. MCC’s targeted, selective engagements are critical to ending the cycle of aid 
dependency, ensuring sustainability, and promoting country ownership. 

In addition, the elements of MCC’s model that distinguish it in a first compact — 
focus on economic growth, transparency in projected impact and independent eval- 
uation, and commitment to supporting countries’ own priorities for growth and 
poverty reduction — will continue to distinguish MCC in subsequent compacts. 


Responses of Administrator Rajiv Shah to Questions Submitted by 
Senator Benjamin L. Cardin 

Question. Administrator Shah, the President’s development policy called for your 
inclusion in meetings of the National Security Council “as appropriate.” Can you at- 
test to your level of involvement on the NSC as the development voice at the policy- 
making table, and do you expect a more formalized role for USAID in the future 
as the U.S. Government’s lead development agency? 

Answer. USAID plays a very active role in formally convened NSC-led discussions 
on development. The Agency is a core participant in the Global Development Inter- 
agency Policy Committee (IPC), which is the forum for implementation of the Presi- 
dent’s policy directive on global development and has been responsible for drafting 
discussion papers and leading discussion of critical development topics in that 
forum. USAID’s leadership participates regularly in a variety of other IPCs, includ- 
ing both country and region-specific issues as well as sectoral issues. As Admin- 
istrator, I participate regularly in Deputies’ and Principals’ Committee meetings 
on a variety of issue areas, including national security and other administration 
priorities. 

Question. To what extent does USAID actually have sole control over its core ac- 
counts? What role does the State Department play in determining where these 
funds should be directed and for what purposes? And please discuss your plans for 
USAID to design its own budget. 

Answer. The Quadrennial Diplomacy and Development Review (QDDR) recognizes 
the establishment of the Office of Budget and Resource Management (BRM) at 
USAID in September 2010, and charges it with significant budget responsibilities. 
Specifically, the QDDR states that USAID will propose a comprehensive develop- 
ment and humanitarian assistance budget for USAID-managed programs to the Sec- 
retary and Deputy Secretary of State, and be responsible for executing its budget 
within country and strategic objective levels. This will allow the Administrator to 
ensure that overall priorities and country and sector strategies drive resource re- 
quests and deployment. State will continue to be responsible for integrating all for- 
eign assistance budget proposals for the Secretary’s approval, and the Secretary will 
continue to submit an integrated State/USAID Congressional Budget Justification 
that includes integrated country justifications, while clearly identifying which 
agency will implement which resources. 

Question. Accountability has been an explicit focus of the Feed the Future Initia- 
tive and USAID should be commended for their work on the Feed the Future 
Results Framework. However, it remains unclear how USAID country missions will 
be accountable for integrating gender throughout their implementation plans. How 
is Feed the Future holding missions accountable for integrating gender throughout 
all stages of planning and implementation in the field? 

Answer. Strengthening human rights and fueling sustainable economic growth in 
developing countries both depend on empowering women and working toward gen- 
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der equality. According to the FAO, women comprise, on average, 43 percent of the 
agricultural labor force in developing countries, ranging from 20 percent in Latin 
America to 50 percent in Eastern Asia and suh-Saharan Africa. Eliminating poverty 
and hunger cannot occur without bolstering the role women play in their societies 
and economies. 

The Feed the Future (FTF) Initiative attacks the root causes of global hunger 
through accelerated agricultural development and improved nutrition. This commit- 
ment to catalyze agricultural-led growth will raise the incomes of the poor, increase 
the availability of food, and reduce undernutrition through sustained, long-term 
development progress. Because of their prominent role in agriculture and the 
persistent economic constraints they face, women are the main focus of many FTF 
programs. 

USAID has taken important steps to address gender issues. The administration’s 
Feed the Future Initiative reflects a dedication to increasingly include women and 
girls as leaders, implementers, and beneficiaries of our programs. 

Prior to investing a high level of resources in the implementation of Feed the 
Future strategies, USAID coordinates multistakeholder reviews of the technical 
quality of the country’s food security multiyear strategy for integration of gender 
concerns in all investments. Each Multi-Year Strategy is thoroughly reviewed for 
gender integration and is not approved without first ensuring that gender issues are 
addressed throughout the plan. Moving forward, USAID will work with missions to 
develop Gender Action Plans to accompany each Multi-Year Strategy. The status of 
each Feed the Future focus country and the overall investment portfolio will also 
be reviewed every year to: 

• Ensure the incorporation of gender best practices in all Feed the Future invest- 
ments. We will provide technical assistance, where necessary, and up-to-date in- 
formation on best practices through promotion and dissemination of resources. 
Training is also a critical component, and the Agency will work with missions 
to engender FTF-related solicitation and procurement documents through 
in-country trainings, technical assistance and the delivery of training resources 
including the “Tips for Integrating Gender into Agricultural Solicitations” 
document. 

• Assess the quality and content of a Feed the Future focus country’s consultative 
process on gender integration as one criterion for deeper investments. USAID 
will assess how the country uses social/gender analysis to involve and help en- 
sure meaningful participation of women and men, and how the country involves 
organizations representing their respective interests in the development and im- 
plementation of the Feed the Future activities. 

USAID is establishing a rigorous monitoring and evaluation (M&E) system that 
will monitor performance and measure progress toward Feed the Future goals at 
the country, regional, and initiative level. Feed the Future M&E system develop- 
ment requires that all USAID missions define the development hypotheses behind 
their strategies, develop a country-specific results framework, clearly identify bene- 
ficiaries, and undertake baseline studies. Gender equality and women’s empower- 
ment are, by requirement, considerations that are integrated into all of those steps. 

The Feed the Future M&E system will measure gender results by collecting sex- 
disaggregated data, tracking the impacts of our investments on women and men, 
and measuring the progress of women’s achievements relative to men’s. All Feed the 
Future standard (people-specific) indicators collected at a household or individual 
level are either disaggregated by sex or specific to women. 

Additionally, impact evaluations will examine critical questions related to gender 
equality, gender integration, and women’s empowerment. Missions are strongly 
encouraged to set impact evaluation agendas that include questions on gender 
impacts. 

Finally, under Feed the Future, USAID is developing an index — the Women’s 
Empowerment in Agriculture Index — to measure changes in women’s empowerment 
in the agriculture sector. The concept of Women’s Empowerment or Inclusion in Ag- 
riculture is broad and multidimensional and measures change in the following: 
women’s role in household decisionmaking around agricultural production, women’s 
access to productive capital (such as loans or land), the adequacy of women’s income 
to feed family, women’s access to leadership roles within the community, and wom- 
en’s labor time allocations. 

Question. One of the problems that has plagued USAID over the years is the lack 
of accountability of any particular officials for the performance of the programs 
under their purview. Partly as a result. Congress has created a large number of spe- 
cial coordinators who report through other departments and agencies. USAID is 
sometimes left with minimal control over its programs, yet is still held responsible 
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when the programs fail to achieve their objectives. What is being done to change 
the dynamic so that USAID has the ability to design and manage for results? 

Answer. The Presidential Policy Directive on Development and the Quadrennial 
Diplomacy and Development Review (QDDR) have reiterated the importance of 
USAID as the lead development agency for the United States Government. With 
Congress’ support for the Development Leadership Initiative, USAID has signifi- 
cantly expanded the ranks of development professionals at the Agency and therefore 
its capabilities to design and implement effective development programs and man- 
age these for results. The QDDR establishes USAID as the lead agency for the Feed 
the Future Initiative, and anticipates that the Agency will assume leadership of the 
Global Health Initiative soon. USAID is also a core agency implementing the Global 
Climate Change Initiatives and our staff participates actively in many other inter- 
agency processes as the administration pursues a whole of government approach to 
development. Through these efforts USAID is drawing on the expertise of all federal 
agencies to tackle the priority development challenges facing the world and coordi- 
nating efforts to provide the most development impact. 

USAID has instituted a variety of reforms through USAID Forward, including 
more rigorous evaluation, procurement mechanisms that promote increasing local 
capacity and partnering, where appropriate, with host countries, and emphasis on 
science, technology, and innovation. These reforms, coupled with the increases in 
staff, will continue to improve USAID’s ability to design and manage for results. 

Question. In the most recent strategy document, the Global Health Initiative prin- 
ciple of “a woman- and girl-centered approach” has been expanded to a “focus on 
women, girls, and gender equality.” Can you describe how USAID programs are ad- 
dressing the question of gender equity by addressing gender-related power dynamics 
between partners and in families, gender-related barriers to access and demand for 
services, and factors such as mobility, access to education, control over resources, 
and the link between poverty and gender? 

Answer. USAID’s global health programs consider gender equality a key deter- 
minant of women’s and girls’ health and well-being and recognize that the lower sta- 
tus that women and girls often have relative to male counterparts in their homes 
and communities requires a concerted effort to transform unequal gender norms and 
power relations. 

USAID continues to invest in cutting edge data collection through the Demo- 
graphic and Health Surveys (DHS), which includes modules on domestic violence, 
female genital cutting/mutilation (FGC/M) and women’s status. Thirty-three coun- 
tries have used the DHS domestic violence module (10 more than once); 27 countries 
have implemented the FGC/M module (of which 16 have collected the data more 
than once); and 3 countries have implemented the women’s status module (of which 
2 have collected the data more than once). These data were instrumental in bringing 
about legislative changes on domestic violence in Kenya, and the development of 
new legislation in Uganda that protects women from domestic violence, promotes 
gender equality in the home and prohibits FGC/M. 

In rural Yemen, USAID is raising awareness of child and adolescent health needs 
and girls’ rights and challenging local beliefs that support the common practice of 
child marriage. As a result, the age of marriage has increased from 14 to 17 in 
project sites; 53 girl-child and 26 boy-child marriages have been averted; and the 
first-ever female school principal was appointed, encouraging parents to enroll and 
keep their daughters in school. The intervention is being replicated in two new 
districts. 

In Namibia, Ethiopia and Tanzania, USAID programming is engaging older and 
younger men to identify and address harmful attitudes toward gender norms and 
relationships. Program participants have reported positive changes in behavior, 
including increased discussion about sexuality, the treatment of women with more 
respect, and increased awareness about HIV or feeling less negative toward HIV- 
positive people. 

In Malawi, Rwanda and Swaziland, USAID is working to explicitly engage men 
in health services, such as the prevention of mother-to-child transmission of HIV, 
as a way of increasing their support of women’s health needs and access to services, 
and increase couple family planning and HIV counseling. 

A recent USAID-supported analysis in health care facilities around the world re- 
vealed widespread humiliation and abuse of women during childbirth, a time of in- 
tense vulnerability for women. The study found that such disrespect of women has 
become “normalized,” negatively affecting women’s use of facility-based skilled care. 
USAID is supporting global advocacy, additional research, and maternal health pro- 
gramming to tackle this problem. 
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In Northeast Bangladesh, which has the country’s lowest health indicators and 
where women live in seclusion, USAID is supporting an integrated family plan- 
ning — maternal, neonatal, and child health program to improve access to services, 
through trained community health workers who reach women in their homes to pro- 
vide culturally appropriate newborn care and reproductive health to mothers. As a 
result, family planning in intervention sites has increased to 42 percent, compared 
with 27 percent in control sites. 

In Kenya, USAID is providing microfinancing to disadvantaged women and fami- 
lies in the lowest wealth quintiles (including young women) who are living with or 
are affected by HIV/AIDS. This program incorporates family planning and reproduc- 
tive health information, and refers women to local service providers to help them 
delay, space, or prevent pregnancy. 

Question. Violence against women is a horrific and widespread human rights cri- 
sis that undermines the effectiveness of existing U.S. investments in global develop- 
ment and stability, such as increasing basic education or creating stability in 
Afghanistan and Pakistan. Given the pervasiveness of sexual and gender-based vio- 
lence and the inherent links between violence and the various sectors in which 
USAID is engaged, how can USAID utilize a more comprehensive approach to end- 
ing violence against women and girls internationally? 

Answer. USAID has adopted a comprehensive approach to gender-based violence 
(GBV) in all its programming by: (a) mobilizing women/girls and men/boys to pre- 
vent and mitigate violence; (b) working with communities to address norms that 
perpetuate gender-based violence; (c) supporting policies and programs to prevent 
and respond to GBV in various settings, such as schools, workplace, and home; (d) 
supporting policies and activities that protect the rights of women and children and 
strengthen sanctions against violence; (e) increasing access to psychosocial, legal, 
and health services; (d) supporting special protections for women and children in 
conflict and humanitarian emergencies; (e) supporting policies and activities that 
protect the rights of transgender persons and strengthens sanctions against violence 
directed at those who evidence variant gender expression; and (f) providing original 
research and analysis of the prevalence of gender-based violence and its effect on 
development objectives. 

USAID’s commitment to combating gender-based violence has also been elevated 
by the Agency’s most senior leadership, who are positioning the Agency to advance 
the implementation of United Nation Security Council Resolution 1325 and four re- 
lated United Nations resolutions, 1820, 1888, 1889, and 1960, which call for the pro- 
tection of women and girls from sexual and gender-based violence in situations of 
armed conflict. To protect women and girls in conflict-affected countries, USAID as- 
sistance will combine targeted prevention and response activities with an overall 
focus on the safe and equitable delivery of relief and recovery assistance, and the 
active engagement of women in peace-building and reconstruction efforts. 

Further, in February, the Agency launched a Counter Trafficking in Persons Code 
of Conduct, holding USAID personnel and implementing partners accountable to a 
high level of ethical conduct and committing the Agency to provide training and 
tools to identify trafficking and implement appropriate programs. The Agency is de- 
veloping a new Counter Trafficking strategy, finalizing a Field Guide to Combat TIP 
as a programming resource for missions, and developing a survey tool to identify 
evidence-based practices in anti-TIP programming. 

Question. As you know, the QDDR incorporates an unprecedented emphasis on 
gender integration, recognizing it as a key approach for effective development. As 
the QDDR reaches the stage of implementation, how can you ensure that USAID 
employs gender integration as a crosscutting approach for diplomacy and develop- 
ment rather than rel 3 dng on separate women’s projects? The FY12 budget request 
does reference this. But can you now tell me what that will actually look like? Can 
you please share what concrete steps you view are necessary for USAID to fully 
achieve this vision of addressing both women’s and girl’s needs effectively through- 
out project outcomes, both in Washin^on and abroad? What structures are being 
built at USAID? What requirements will you have of contractors and programming? 
What will the Monitoring and Evaluation on gender look like? 

Answer. We have taken a number of steps throughout the Agency to ensure that 
women’s and girl’s needs are met throughout project outcomes in Washington and 
abroad. Last year, we updated our gender programming requirements to reflect the 
administration’s core commitment to gender equality and women’s empowerment. 
This guidance reinforces the importance of gender analysis in informing the design 
of strategies and programs to deliver better results, and makes it a mandatory com- 
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ponent of strategic planning and project design at every level for all USAID staff 
and implementing partners (e.g., contractors). 

Furthermore, all USAID officers now have at their disposal a strong set of tools 
from which to implement and strengthen the integration of gender into their 
projects. For example, we have complemented the above guidance with additional 
documents on the subject matter, such as the Tips for Conducting a Gender 
Analysis at the Activity Level, the USAID Gender Integration Matrix: Individual 
Opportunities and Responsibilities, and Sample Scopes of Work for Gender-Related 
Analyses and Training. 

We have increased our technical assistance to the field, with more than 35 mis- 
sions carr3dng out country gender assessments last year alone to incorporate into 
planning and programming. And finally, we have provided gender integration train- 
ing to approximately 600 USAID staff and implementing partners worldwide. 

Last month, USAID established a Policy Task Team to craft a new policy on gen- 
der equality and women’s empowerment — our first in nearly 30 years. As with our 
other policy task teams, the Gender Policy Task Team will consult widely with 
stakeholders, including USAID staff, beneficiaries, and others in the development 
community and on Capitol Hill on, among other things, the best way to achieve our 
gender integration goals. 

We recently restructured the former Women in Development Office into a new 
Office of Gender Equality and Women’s Empowerment focused on building partner- 
ships. This office will also give greater support to female entrepreneurship, scaleup 
initiatives designed to enhance women’s ownership of key assets like land and hous- 
ing, and work to reduce gender gaps in access to new technology and infrastructure. 

To assist the Agency in meeting its gender goals, we recently welcomed Carla 
Koppell as our new Senior Coordinator for Gender Equality and Women’s Empower- 
ment. Carla will accelerate our efforts to integrate gender equality as cross-cutting 
throughout the agency. Carla most recently served as director of the Institute for 
Inclusive Security of the Hunt Alternatives Fund, and has worked extensively with 
women and civil society leaders from conflict areas around the world including 
Afghanistan, Colombia, Iraq, the Middle East, and Sudan. 

Carla joins a growing number of gender experts in USAID including Dr. Caren 
Grown, whom we welcomed as our Senior Gender Advisor in our Policy, Planning 
& Learning Bureau earlier this year. Caren is currently coleading the Task Team 
in charge of drafting the new policy on gender equality and women’s empowerment 
programming. 

The Agency has placed a significant emphasis on evaluation, measuring, and doc- 
umenting program achievements and shortcomings, and generating data on what 
works to drive decisionmaking. These processes will be applied to our approach to 
gender integration. The new Evaluation Policy establishes consistent terminology; 
requires at least one performance evaluation for each major program and any un- 
tested and innovative interventions, and encourages impact evaluation for each 
major development objective in a country program, especially for innovative or un- 
tested approaches and interventions. The policy calls for evaluation to be integrated 
into programs at the design stage and requires sufficient resources be dedicated to 
evaluation, estimated at approximately 3 percent of total program dollars. To avoid 
bias and situations where implementing partners evaluate themselves, it is expected 
that external experts will lead evaluation teams, and requires that evaluations use 
methods, whether qualitative or quantitative, that generate the highest quality, re- 
producible evidence linked to the evaluation questions. The policy also builds local 
capacity by including local evaluators on evaluation teams and supporting partner 
government and civil society capacity to undertake evaluations. Finally, the new 
policy insists on transparency of findings with a commitment to full and active 
disclosure. 

Taken together, we believe these steps will reaffirm our commitment to gender 
equality and help harness the power, creativity, and energy of women and girls to 
deliver meaningful results for the developing world today and into the future. 

Question. Five days after being sworn in, Haiti experienced a devastating earth- 
quake. You led a swift, aggressive and coordinated response to the devastation that 
they experienced. Now that we have transitioned from emergency response and onto 
reconstructing and rebuilding Haiti, what are some of the new initiatives that 
USAID is engaged in? And, what is USAID doing to enhance civil society’s capacity 
to advocate for reform? 

Answer. New Initiatives: USAID is doing business differently in Haiti. In every 
sector, we are seeking to build local capacity at the national and municipal levels 
so the Government of Haiti can meet the people’s needs and become less dependent 
on foreign aid. We are also achieving greater focus and more effective use of our 
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resources by working primarily in three geographic corridors — north of Port-au- 
Prince, the St. Marc area, and Cap Haitien — and in four primary sectors: infrastruc- 
ture and energy, economic security, health, and governance. 

USAID is also trying to promote sustainable development and promote innovation 
by engaging the private sector through Public-Private Partnerships, such as Haiti 
Hope, a $9.5 million partnership with Coca-Cola and others, that aims to double in- 
come of 25,000 mango farmers in 5 years; or a partnership with CHF & Ha3d;rac 
(Caterpillar’s Haiti dealer), that trains Haitian men and women to use heavy equip- 
ment for rubble removal and demolition of damaged structures. USAID has also 
partnered with the Gates Foundation, Digicel and Voila cell phone providers to pro- 
vide basic banking services and money transfers. The project has 14,000 users thus 
far. The following is a summary of our activities in the four sectors referenced 
above. 

• Infrastructure ! Energy: USAID aims to improve infrastructure that supports 
communities as well as commercial development in Port-au-Prince and the de- 
velopment corridors of St. Marc and Cap Haitien. USAID’s goals are to improve 
access to and the reliability of electricity; reduce the use of charcoal and fire- 
wood for cooking; increase access to international markets through new ports; 
and increase access to housing. 

• Food and Economic Security: USAID is investing in agricultural development 
for competitive commodities; raising rural income and increase food security; 
and creating a robust formal micro-, small-, and medium-sized enterprise sector 
resulting in improved performance of the agricultural sector, improved nutri- 
tional status of women and children and increased employment. 

• Health and other basic services: USAID is working to improve the health care 
system with better infrastructure and widespread access to good care; improve 
and expand the capacity of the Haitian Government (GOH) to provide health 
services; enable the GOH to govern and set standards for education; enhance 
opportunities for at-risk youth; and provide services for persons with disabil- 
ities. 

• Government ! Rule of Law: USAID’s programs aim to create a more stable state, 
characterized by credible elections; support a more inclusive, transparent, and 
accountable public administration, and a government capable of delivering basic 
services; and strengthen the rule of law and adherence to human rights. 

With regard to civil society, USAID is working to enhance participation in relief 
and recovery through dialogue between citizens and the GOH. We currently have 
programs with Haitian NGOs to: 

• Support oversight of the executive branch; 

• Strengthen capacity to identify and advocate for local development priorities, 
and provide oversight of reconstruction spending; 

• Support civic education; 

• Strengthen capacity to advocate for and monitor justice service delivery; and 

• Support public information campaigns on the prevention of violence against 
women, children, and other vulnerable groups. 

We also continue to support the GOH’s decision to include a civil society repre- 
sentative on the board of the Interim Haiti Reconstruction Commission. In so doing, 
we also anticipate that the IHRC, in its role as a coordinating body, will facilitate 
dialogue among civil society, government, and other actors. 

Question. Do you have an estimate of what the overall humanitarian response in 
Haiti is likely to cost the U.S. Government? 

Answer. In FY 2010 and to date in FY 2011, the U.S. Government (USG) has pro- 
vided nearly $1.3 billion for humanitarian response activities in Haiti, including 
$1,219,298,717 toward the January 2010 earthquake and $62,533,934 toward the 
October 2011 cholera outbreak. All of USAID’s Office of U.S. Foreign Disaster 
Assistance (USAID/OFDA) earthquake and cholera humanitarian response pro- 
grams in Haiti are currently scheduled to conclude by the close of calendar year 
2011 in recognition of the evolution of both responses from the immediate, life- 
saving phase to a longer term situation requiring development interventions. 

Question. Will the FY 2010 supplemental funding be sufficient for the humani- 
tarian response? 

Answer. Though current conditions on the ground indicate that FY 2010 supple- 
mental funding will be sufficient for the humanitarian assistance portion of the 
Haiti response, USAID continues to closely monitor needs in Haiti. In particular, 
the effects of continued displacement from the earthquake, cholera. Hurricane 



67 


Tomas, and high prices for staple foods are being analyzed and may lead to requests 
for additional emergency food assistance. 

Question. In your view, how well is the humanitarian operation being coordi- 
nated? 

Answer. International humanitarian coordination mechanisms in Haiti were 
stronger than in many recent crises due to the speed and quantity of cluster activa- 
tion, as the U.N. and Government of Haiti (GOH) activated 12 clusters, or sectoral 
coordinating bodies, within the first 10 days of the crisis to identify and prioritize 
relief needs. Later in the response, however, staffing challenges hindered the ability 
of the U.N. Office for the Coordination for Humanitarian Affairs (OCHA) to robustly 
manage information on the response, leading other relief organizations to assume 
a heightened coordination role within their sectors. 

As the lead federal agency for international disaster response, USAID coordinated 
an unprecedented number of USG agencies in the aftermath of the Haiti earth- 
quake. With USAID leadership, the USG humanitarian response accomplished the 
following: 

• Within hours of the earthquake, USAID established a 24-hour interagency 
Response Management Team (RMT) with 20 interagency liaison officers, includ- 
ing staff from the U.S. Department of Homeland Security, U.S. Department of 
Health and Human Services, and U.S. Department of Defense (DOD), working 
in close coordination at the USAID Operations Center. 

• USAID grantees were part of an international effort that accomplished the larg- 
est emergency shelter distribution in history and increased piped fresh water 
to Port-au-Prince above preearthquake levels. 

• The U.S. Military elevated operations at the damaged Port-au-Prince airport to 
levels that were three times greater than preearthquake capacity and coordi- 
nated with USAID for flight prioritization. Through interagency coordination, 
the U.S. Department of Energy and DOD helped restore the fuel supply to 
Haiti, allowing the transport of relief commodities to drastically affected com- 
munities. 

• USAID met regularly with representatives of other donor nations to avoid gaps 
or redundancies in assistance. Strong humanitarian donor coordination enabled 
common messaging, joint donor missions to the field, and joint efforts to stream- 
line requests and expedite response activities. 

Question. Please discuss ways that the humanitarian relief operation has begun 
to transition toward early recovery and some of the main obstacles that exist with 
regard to funding, resources on the ground, and absorptive capacity. 

Answer. Since mid-2010, USAID has been working on ways to integrate emer- 
gency earthquake-response programming into USAID/Haiti’s four-pillar, post-earth- 
quake renewal and economic opportunity strategy. Specifically, USAID’s Office of 
Foreign Disaster Assistance (USAID/OFDA) and our mission in Port-Au-Prince out- 
lined ways the mission might provide follow-on funding for programs initiated by 
USAID/OFDA to repair moderately damaged structures, rendering them safe to 
inhabit, and to provide technical expertise to GOH housing and urban planning 
officials. 

USAID’s food assistance helped meet the immediate food needs of nearly 4 million 
in the first 4 months after the earthquake. Since then, USAID’s response has 
evolved to support early recovery while ensuring that vulnerable people are able to 
meet their basic food needs. In addition, as the cholera outbreak stabilized — with 
declining overall case fatality rates, a decreasing rate of new cholera cases, and 
establishment of cholera treatment facilities and cholera-related commodities in- 
country sufficient to meet current needs — USAID began planning to transition 
emergency response programs to longer term programming, integrating cholera 
treatment into development health activities. 

Question. What are some of the key lessons USAID has learned so far in the U.S. 
response to the earthquake? Do these lessons apply to other situations or are they 
unique to Haiti? 

Answer. An independent team commissioned by USAID to review the first 6 
months of the USG humanitarian response to Haiti’s earthquake issued the fol- 
lowing recommendations: structurally strengthen USAID as the lead federal agency 
for international disaster response, more effectively bridge the divide between diplo- 
matic response and humanitarian relief, establish a USG International Disaster 
Response Framework, clarify the role of DOD in humanitarian crises, and more 
stringently monitor the impact of assistance funding. The majority of the rec- 
ommendations can be broadly applied to USG disaster response activities world- 
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wide, although the different country contexts will naturally necessitate different 
balances of appropriate USAID, U.S. Department of State, and DOD levels of in- 
volvement in each response. 

Question. The President’s new global development policy seeks a shared, coopera- 
tive approach among donors so that the United States is not shouldering an over- 
whelming majority of bilateral assistance to poor countries. How are you achieving 
this division of labor and coordinating effectively with other donors? Similarly, how 
are you leveraging partnerships with the private sector, NGOs, foundations, and 
diaspora communities to maximize our investments? 

Answer. Under the implementation plan for the Presidential Policy Directive on 
U.S. Global Development Policy, USAID’s role with respect to division of labor 
among donors is to: 

• Track and participate on behalf of the USG in the ongoing international dia- 
logue on cross-country division of labor; negotiate for commitment to concrete 
action in the Busan (Fourth High Level Forum on Aid Effectiveness) outcome 
document; 

• Create a work plan based on mainstreaming division of labor, accountability 
and transparency into the work of the three technical working groups related 
to the U.S.-EU summit outcome on aid effectiveness; and 

• Provide guidance to the field on participation in joint assistance strategies and 
similar framework agreements that codify country-level division of labor. 

In addition, USAID is using its Country Development Cooperation Strategy draft- 
ing and review process to collect information on existing donor division of labor in- 
country. 

Regarding partnerships, USAID is the recognized leader in cultivating public- 
private alliances for development. Since 2001, through the use of Global Develop- 
ment Alliances and other partnership models, USAID has generated more than 
1,000 alliances with over 3,000 individual partners. USAID has formed alliances 
with corporations, private foundations, other donors, philanthropists, NGOs, social 
entrepreneurs and diaspora communities. 

Partnerships currently leverage approximately $4.20 for each $1.00 of USAID 
funding, in both cash and in-kind contributions. USAID currently has 283 active 
partnerships with a total value of $8.8 billion. 

Private sector companies and organizations have proven to be valuable partners. 
For example, the Water and Development Alliance (WADA) is a global partnership 
between the Coca Cola Company and USAID. Launched in 2005, WADA addresses 
a broad range of water sector challenges in 22 countries around the globe. The 
WADA partnership supports customized responses to community water-related chal- 
lenges in each country through activities jointly designed and funded by local 
USAID missions and Coca Cola system partners. 

Similarly, throughout Asia, USAID’s innovative public-private partnership with 
MTV (through their EXIT Foundation) has leveraged over $65 million in cash and 
in-kind resources. The partnership raises awareness and increases prevention of 
trafficking in persons across Asia through a wide-reaching social marketing media 
campaign. USAID put $5.48 million into the partnership, which means the partner- 
ship resulted in a match of more than $10 in private resources for every $1 from 
USAID. 

Other donors have also worked in partnership with us. For example, in Cambodia, 
USAID leveraged nearly $12 million from DfID, the U.K Department for Inter- 
national Development, for a social marketing and behavior change project focused 
on addressing the needs of vulnerable, at-risk populations in HIV/AIDS, as well as 
reproductive health and child survival. When added to USAID’s initial $12.5 million 
commitment, this resulted in a $24.4 commitment to the health of the Cambodian 
people. Under the partnership, DfID channels resources to USAID and provides in- 
kind contributions through commodities. The program has exceeded targets ahead 
of schedule, achieving much more than USAID could have done alone. 

In addition, USAID has also forged partnerships with U.S. -based diaspora com- 
munities. In 2010, USAID partnered with Western Union to jointly fund the pilot 
African Diaspora Marketplace business plan competition that awarded matching 
grants of up to $100,000 to African diaspora entrepreneurs who had launched small 
and medium enterprises in their country of origin. 


o 



